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ON BANKING ADMINISTRATION. 
A FEW years ago, a distinguished lieutenant of the American 
navy addressed a meeting of shipowners and underwriters at 
Lloyd’s, recommending a systematic and uniform plan of meteoro- 
logical observations at sea, embracing among other things the 
direction and rate of currents, the magnetic variations, the state of 
the barometer and thermometer, and the form and direction of 
the clouds, for the purpose of laying the basis for the discovery 
of new courses of navigation, and of ascertaining the laws which 
govern atmospheric and electric phenomena. I wish we could 
organise a similar system of observations over economic as over 
physical phenomena, for I am persuaded we shall never be able 
to seize the laws which govern them until we have before us a 
vast number of facts, extending over a long course of time, and 
occurring in states and kingdoms widely separated from one 
another, as well as from ourselves. Study the various commer- 
cial and monetary crises in England in 1793, 1810, 1825, 1836, 
1847, 1857, and 1866; those American crises, which, like a 
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hurricane, have swept away nearly all the banks, and the 
different crises in Germany and France, and you will find, 
that certain leading principles pervaded them all, that instead 
of being the result of fortuitous events, beyond the control of 
anyone, they were clearly traceable to errors in the management 
of banking business, to mania for speculation among traders, to 
inflated credit, or extraordinary displacement of capital, now from 
floating to fixed, and again from one country to another. A 
commercial crisis has often been ascribed to a change in the 
mental mood of traders. There is a form of physical disease, 
which is the result of a gradual exaggeration of healthy functional 
action, the transition from the healthy to the morbid state 
being made without any distinct demarcation between the two. 
The social mind is subject to similar changes. There is a morbid 
excess of belief, an hypertrophy of belief, induced by an excess 
of nourishment to the faculty of the mind; and in the specula- 
tive period, healthy confidence degenerates into the disease of 
a too-facile faith. With much that is special and individual in 
each crisis, there is, I am sure, much that is common to them 
all, and it is by cultivating habits of generalization that you c- 
will be best able to seize the special characteristics of any 
one of them. 

But let us apply these considerations to the question before 
us of banking administration. In his character and func- 
tions, a banker is one who trades in money. His stock in 
trade is money, in gold and silver bullion and coin, in securi- 
ties for money at short and long dates, in stock in public funds, 
in shares and all kinds of securities. The daily business of a 
banker consists in receiving money on deposits, discounting 
bills, or converting securities at distant date into cash, giving 
money at interest, and, in general, accommodating his customers j 
in their daily receipts and payments. Bankers are not only be | 
depositaries or agents, but traders in a commodity as essential 
to commerce and society as sugar, coffee, and other articles of 
consumption. The business of a merchant is to deal in commo- 
dities, the business of a banker is to deal in currencies. A 
merchant buys and sells commodities; a banker borrows, buys, 
and sells currencies. Here, then, is the distinct avocation of a 
banker ; let him operate with necessary caution within the range 
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of his avocation, and he is safe. Let him depart from it, and 
he stands a good chance of entering into a vortex of diffi- 
culties from which he may not be able to extricate himself, 

As the name of a banker is usually associated with the 
idea of great wealth, we may expect a banker to possess 
a capital sufficiently large to inspire confidence.* Trading 
in money and securities is necessarily subject to risks and 
losses, and therefore, as the merchant, so the banker 
must needs have a capital of his own to provide for such 
contingencies. Of what amount the capital should be, and 
what proportion should it bear to the amount of business 
liabilities, are questions of considerable difficulty, for they depend 
on a variety of circumstances, such as on the situation of the 
bank in a city or in a mere agricultural district, on its having 
branches or not, and especially on the nature of the business it 
will undertake. It is an evil where a banker has too small a 
capital, and it may be as great an evil to huve too large a 
capital, lest it should encourage speculative adventures. Gene- 
rally, it is understood that a banker is quite safe if he possesses 
a capital amounting to about one-third of his liabilities. But 
the great object of a banker should be to attract the capital of 
others, and to become the depositary of the spare capital 
of his customers, and the first of all conditions for attaining 
that object is such a prudent and careful management of his 
business as will ensure public confidence, for certainly, unless 
there is perfect stability in the bank, the public will not part 
with their savings. Banking facilities in France being very 
meagre, and public confidence in the political institutions of the 
country being extremely shaken, there is always an enormous 
amount of hoarding in France, and the amount of banker’s 
deposits is comparatively very small. In India it is the same. 
The spare capital of India is not utilized—it is hoarded—it is 
buried—it is converted into useless trinkets. In England the 
amount of spare capital is very large, and every means is used 
to let it pass from the hands of those who could not employ it 
profitably into the hands of those who can best utilize it. Nor 





*By Act of Parliament no joint-stock bank can be formed with less than 
£100,000 of capital, of which 10 per cent. must be paid up. 
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is it inconsistent with the business of bankers to offer an induce- 
ment for such deposits by paying interest for the same. Asa 
trader in money, it is perfectly competent for a banker to pur- 
chase it at the cheapest, and to sell it at the dearest market. The 
practice of bankers as regards allowing interest is, however, by 
no means uniform. Some bankers allow no interest, and place 
the profits derived from the balance at the credit of their cus- 
tomers, against the remuneration which they would have to 
charge for the work performed on their account. Others, on 
the contrary, allow interest, but charge a commission on all 
the transactions passing through their hands; while others, 
again, allow interest on deposits, but none on money at call. In 
whatever way, it is of the utmost importance to promote, as 
far as possible, the flow of private capital into banks, so that 
it may be utilized for the general benefit of the country. 

When it is said, that bankers are traders in money and curren- 
cies, it is tantamount to saying, that they are trading on capital 
and on credit. Money is not necessarily capital. Gold and 
silver, when used as currencies, are certainly capital, because 
they have an appreciable, exchangeable value, and are generally 
employedin reproduction; but inconvertible paper money, whether 
issued by the State as in Russia, or issued by a public bank, 
as in England, during the whole period of the French war from 
1797 to 1817, is not capital. Capital is that portion of national 
wealth already produced by human exertion, which is em- 
ployed in the production and distribution of wealth, and 
it would be a grave error to imagine that a banker can 
create capital, or increase the capital of the country ad libi- 
tum, by issuing so many notes, payable on demand. A banker 
trading in money and currencies really trades either on capital 
already realized by himself or others, or on capital to be in future 
realized, and for which he holds ample security. Banks of 
deposits, such as the London joint-stock banks, have nothing 
to do with the issue of notes, and therefore do not trade on their 
own credit. But banks of issue, by putting into circulation 
their promissory notes payable on demand, place their own 
credit afloat, side by side, with the circulation of other curren- 
cies. Objection has been made to the issue of such promissory 
notes, on the ground that the issue of money is a sovereign privi- 
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lege. But a bank note, unless artificially made legal tender, is 
not money, although it may pass from hand to hand in a 
different manner to bills of exchange. A bank note implies 
credit. It is a promise to pay. Not an actual payment. The 
customer is not bound to receive it; and if he has done so, he may 
return it whenever he pleases and ask gold in exchange for it. It 
is throughout a transaction of confidence and mutual convenience. 

An impression has gained ground, in consequence of the 
recurrence of several commercial crises, in which the issue of 
notes played a conspicuous part, that a check of some sort is 
required to be imposed on the issue of notes, and that to render 
the currency of the country absolutely safe, care should be taken 
that the amount in circulation should always bear a direct relation 
to the bullion at hand. Finding that the obligation to pay the pro- 


missory note on demand did not seem sufficient to secure due pru- 


dence and caution in the issue of notes, a class of financiers—and 
principally, Lord Overstone and others of his school—argued, 
that it was incumbent on the Legislature to guarantee the public 
from an excessive issue. And, eventually, their views were em- 
bodied into what is known as the Bank Acts of 1844 and 
1845, introduced by Sir Robert Peel. For myself I have no sym- 
pathy, certainly, with what is called the Birmingham School of 
Currency, which wanted to denude money from any metallic 
foundation. I cannot conceive how it is possible to realize the 
meaning of a pound sterling, if it is to consist of a mere visionary 
abstraction, or of something which does not exist either in law or 
in practice. I remember reading in one of the Debates on 
the Bullion Committee in the House of Commons an interesting 
speech, when a member arguing in favour of a metallic currency, 
said that when Philosopher Crombe was asked by Martinus 
Scriblerus if he could form an idea ofa universal man, he replied, 
that he conceived him to be a knight of the shire, or the burgess 
of a corporation, who represented a great number of individuals, 
but that he could form no idea of a universal man. He was 
then asked if he could not form the universal idea of a lord 
mayor. And he replied, that never having seen but one 
lord mayor, the idea of that lord mayor always returned to his 
mind, and he had great difficulty to abstract a lord mayor from his 
gold chain and furred gown; and since, moreover, unfortunately, 
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the only time he saw a lord mayor, he was on horseback, and 
the horse on which he rode nota little disturbed his imagination. 
Upon this Martinus asserted that he could frame a conception of 
alord mayor, not only without his horse, gown, and gold chain, 
but even without stature, feature, colour, hands, feet, and any 
body whatever, and this he contended was the true universal 
idea of a lord mayor. No, I have no sympathy with such 
vague notions! When a banker, or anyone else, assumes an 
obligation to pay so many pounds sterling, he does certainly 
mean by it, that he will pay a certain quantity of the precious 
metals, of a certain weight, and of a certain fineness. The only 
point upon which any difference of opinion may exist is, whether 
there is any need of a legislative measure to secure that which 
lies at the foundation of the very existence of a banking-house, 
viz., the payment of its lawful debts when demanded? Does the 
Legislature take measures for securing the payment of bills of 
exchange, or cheques, or other common debts? No! Then 
why take that precaution for the payment of promissory notes 
payable on demand? And now as to the amount of issue. 

The Act seems to imply, with regard to the regulation of paper 
money, that discretionary action cannot be safely trusted, and that 
a banker can and will issue more notes at times than are re- 
quired or is otherwise advantageous. I doubt whether a banker 
can issue more notes than are wanted, and certainly he will not 
do so, unless the public is willing to pay for the accommodation. 
But let us see what the Act has done. As regards the Bank of 
England, it has separated the issue of notes from the general 
banking business of the company, and constituted of them two 
distinct departments. It has enabled the Bank to issue notes to 
the extent of £14,000,000, since increased to £15,000,000 in con- 
sequence of lapsed issues, upon the security of the debt due to 
the Bank by the State, and to issue notes to any extent in excess 
of that amount on the security of a corresponding amount of 
bullion on hand. It has provided for the exchange of gold 
bullion into notes at the rate of £3. 17s. 9d. per ounce, and it 
demanded the publication of accounts of the Bank in a specific 
form. As regards other banks, the Act provided, that no more 
banks of issue should be formed ; that those in operation should 
have their circulation limited to the amount of their issue during 
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the previous twelve wecks, with no power to extend that issuc 
so far as banks in England and Wales are concerned, 
even with an equivalent amount of bullion on hand. And 
further, that in case of the bankruptcy, cessation or amalgamation, 
of any bank, its separate issue should cease, with other pro- 
visions with a view to the eventual substitution of Bank of 
England notes for the notes of all other banks of issue. You 
will observe with respect to these Acts, that their object, imme- 
diate and ultimate, was to control the circulation of notes, by 
recognising only one bank of issue, acting throughout the 
country, under one uniform law; that the amount of notes 
allowed to be circulated was to be covered partly by a corre- 
sponding amount of bullion and partly by the security of the 
State; and that the hopes of the framers of the Acts were 
certainly that they would check speculation and prevent the 
recurrence of commercial crises, or at any rate diminish their 
suddenness and intensity. 

How far have these objects been attained? and would their 
attainment be in all respects desirable? After twenty-eight 
years of experience, we have nearly as many banks of issue now 
as there were in 1844. The country banks have not relinquished 
their separate issues, the cases of amalgamation having been 
comparatively few. And the principle itself of having one 
bank of issue only is as open as ever. Only the other 
day the subject formed the topic of grave discussion at the 
Academy of Science of France in 1865, between the two 
champions of free or fettered banking, Michel Chevalier and 
M. Wolowski. The Act designed to establish one uniform 
law of circulation. But it has been sufficiently demon- 
strated, that the laws of the circulation are different in 
London and in the country, in an agricultural and in a manu- 
facturing district, in England and Scotland, aye even in summer 
and winter, at seed-time and harvest. And what reason can be 
assigned for fixing the uncovered issue at the amount of the 
debt of the State to the Bank? If security was intended, there 
are other descriptions of property besides Government securities. 
If former experience was the basis, is that a necessary guide in 
relation to the ever-expanding trade? And have the Acts 
checked speculation? Have they prevented the recurrence 
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of commercial crises? Have they diminished their intensity ? 
Why, only three yeurs after the passing of the Acts matters 
became worse than they had ever been. 

I cannot help thinking that the whole was an error, and that 
much more weight was attached to the circulation of notes than 
it really deserved. At this moment the amount of bank-notes 
in circulation is about the same as it was in 1844, though the 
commerce of the country has increased immensely, and the 
amount of monetary transactions is considerably larger than 
in 1844. But the reason is clear. Within the last 
thirty years much has been done to economise the currency: 
the banking system has been greatly extended, payment by 
cheque has been everywhere introduced, and the clearing-house 
system has been brought to great perfection. In the general 
business of merchants and bankers the bank-note occupies a 
much less place now than itdid thirty years ago when the Bank 
Charter Act was introduced. What relation the reserve should 
bear to the circulation is a question of the greatest importance. 
Under the present constitution of the Bank of England, as 
fixed by the Bank Charter Act, that reserve is the only amount 
the Bank really possessesto meetany demands on its deposits and 
other liabilities. Therefore the Bank is bound to regulate the ac- 
commodation it can afford to its own customers and to the public 
by the condition of that reserve. The wonder, however, is that 
not only the Bank of England, but the entire machinery of 
commerce and banking in the country, is affected by the state 
of that reserve. How is it that the Bank of England can 
open or close the entire labyrinth of commercial transactions 
so readily by what seems an isolated, and we might imagine 
an almost capricious act?* In truth, the Bank of England 
is the pivot on which all the business of the empire seems 
to turn. Since every merchant keeps his spare capital in 
the hands of his banker, and every banker places his spare 
capital at the Bank of England, it follows that abundance or 
scarcity of spare capital, or ready cash, as it is often called, 
at the Bank of England, means abundance or scarcity over the 





* See Mr, Walter Bagehot’s “ Lombard Street,” a description of the money 
market. 
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whole country. And since, now-a-days, all the monetary trans- 
actions of the country are reduced to a book-credit transaction 
at the Bank of England, the Bank can, at any moment, measure 
by the state of that book the exact position of capital all over 
the country, and so exercise upon. it a prompt and salutary con- 
trol. In former days, when the usury laws were in operation, 
that control was exercised by capriciously fixing the amount of 
bank-notes in circulation. Now it is exercised simply by the 
rate of interest, or by the conditions more or less onerous on 
which the Bank will grant accommodation. When, therefore, 
we hear that the Bank directors at their last meeting in the 
Bank parlour have decided to raise the bank rate to the 
minimum of 4, 6, 8, or 10 per cent., as it may be, we under- 
stand that capital all over the country having become scarce, must 
also become dear ; that investments having become heavy, must be 
contracted ; and that speculation which seems likely to involve the 
nation more and more into trouble, must be stopped or checked 
by rendering the means for advancing it less attainable. 

But there is another circumstance having a considerable in- 
fluence on banking administration, and that is, the state of the 
foreign exchanges. The foreign exchanges indicate, by the rates at 
which bills on different countries may be negotiated, the exact 
condition of international indebtedness. Whilst the Bank ledger 
exhibits the state of capital in this country, the course of ex- 
change exhibits the tendency of capital to move from one coun- 
try to another. Whether it arises from any change or defect of 
the currency, or from the balance of trade being against us, or 
from the balance of payments requiring great remittances of 
bullion, in either case a disorder of the exchange has the ut- 
most influence on banking and finance. And why? Because it 
acts in a direct manner on that portion of the reserve in gold bul- 
lion which the Bank must keep to sustain the relation which 
should exist between our metallic and paper circulation. The 
representatives of the Birmingham School argued, as if we could 
have a domestic currency acting quite independently of foreign 
payments ; but that cannot be the case so long as foreign pay- 
ments can only be made by hard cash, and our own currency 
rests on the solid foundation of gold as so much realized capital. 
Let the sudden calamity of a bad harvest necessitate an unusual 
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importation of grain, and an extraordinary balance of indebted- 
ness will result therefrom to America or other grain-producing 
countries, causing the demand for bills on such countries to 
increase, and the price of the same to become so high as to 
render it cheaper to send out bullion, and thus restrict the power 
of the Bank. 

There is one feature in modern banking that seems destined 
to acquire a considerable development. It is the International 
element. The numerous banks recently established connected 
with India, China, and Australia, with Italy, Brazil, and San 
Francisco, are doubtless subject to the double influence of the 
home and foreign market, and may, in that respect, present 
less security than a bank altogether national. But, on the 
other hand, the business of banking abroad is almost in its 
infancy. The existing number of banks in Austria, France, 
and other countries, is not sufficient for the growing business 
of millions of people, and a large field is open for the forma- 
tion of banking companies, with a combination of British 
and foreign capital. The enormous increase of trade, the 
extension of railways, the facilities of telegraphic communication, 
are all favourable to foreign banking ; and the only difficulty to 
be apprehended, is the demand it may make on the capital of 
the country. But if bankers open the way for the investment 
of capital, they also facilitate the ingathering of the same, and 
who can estimate the amount of capital lying idle in different 
parts of the world, many of them as yet unaccustomed to banking, 
and unacquainted with the advantages of circulation! Even 
in this country there is room for extension, and it is possible that 
if the London joint-stock banks should open branches in the 
country as they do in the Metropolis, the facilities of banking 
might be greatly extended. Nor do I see why the cash credit 
system so favourably spoken of as practised in Scotland, should 
not be incorporated into English banking. We have the tes- 
timony of most bankers in Scotland for the fact, that they 
enable young men of good character to acquire wealth and 
respectability ; that they furnish great facility to tradesmen 
and others in carrying on their business ; and that they supply 
capital for carrying on extensive branches of trade employing 
the population, and constructing public works. 
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There is one service further which banking has not yet 
rendered, at least to any extent, to society, and that is, to 
promote habits of economy and saving among the artisans and 
labouring - classes. Let it not be conceived that savings 
banks do now all that is necessary in that direction. Whilst the 
personnel of those keeping banking accounts ordinarily consists 
of merchants, traders, and persons in the higher walks of life, 
the personnel of those who put their money at the savings bank 
are ordinarily household servants, or tradesmen. Not much 
of the deposits in the savings banks really belong to the 
artisans and the labouring-classes. Would it not be possible to 
establish artisan branches in connection with our leading banks 
with power to draw cheques for even a smaller amount than 
one pound sterling ? Nothing could be more important than to 
encourage habits of saving and providence among our labour- 
ing population. At present, though their earnings are con- 
siderable, they seem always at the brink of misery. They 
waste their surplus from week to week, from year to year, 
in dress, in amusements, in luxuries. Other means are doubt- 
less in existence for encouraging habits of providence, in the 
shape of benefit societies, building societies, trade unions, 
and Government annuities, yet I venture to say that bank- 
ing facilities might be successful where neither of these 
societies now find favour. And this is itself a considera- 
tion of the greatest importance. I cannot help regarding 
banking and insurance as two of the best mainstays of modern 
society ; and we cannot too warmly commend them both, to 
all classes of society, as engendering habits of saving among 
the people, as providing for our own peace of mind, and as 
enabling us to secure even after death sufficient competency 
and comfort for those whom we love. When we see those 
stately buildings which adorn, in so conspicuous a manner, 
the cities of London and Edinburgh, dedicated to banking 
and insurance, we are reminded of the enormous wealth amassed 
in the country, and of the means in operation for its still 
further growth and permanency. Why is it that such wealth is 
not more equitably divided among the nation at large? It 
is because our labouring classes have not yet learned the 
virtue of saving. And certainly, because providence to be 
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effective must be found not among the rich only, but equally 
among those who count their earnings in shillings. As it has 
been well said in connection with a paper on the subject read at 
the Society of Arts, “ Individual providence, if not the backbone 
of national progress, is so important a vertebra in the column, 
that without it the stability of the whole must be seriously im- 
paired.”” Let me commend to my hearers seriously to consider 
how best can we extend the benefits of banking among the entire 
community. 


> 
> 





ON THE TRANSMIGRATION OF CAPITAL. 
Ir was an unhappy day for France, the 6th July, 1870, when the 
Duke de Gramont, as the interpreter of the French Government, 
declared, in answer to a question of Deputy Cochery, that it was 
true that Marshal Prim had offered the throne of Spain to Prince 
Leopold of Hohenzollern, and that the latter had accepted the 
crown, but that France would not suffer a foreign power, meaning, 
of course, Prussia, by placing one of its princes on the throne of 
Charles V. to disturb the equilibrium of Europe and endanger 
the interests and honour of France. In vain Garnier Pagés 
declared, that the French people wanted peace ; in vain Cremieux 
protested against the declaration of the Minister of Foreign 
Affairs ; in vain Emmanuel Arago asserted that the Government 
had acted imprudently in mixing up France in such a trans- 
action. The plaudits of the thoughtless were louder than the still 
voice of the wise and the prudent, and France wus committed 
to a war, which cost her the flower of her army, the choicest of 
her palaces, the loss of much of her hardwon property, and the 
transmigration from France to Prussia of upwards of two hundred 
millions pounds sterling of her capital. How was the indemnity 
paid, what amount of French gold really went to the Bank of 
Prussia, how, by the intervention of bills or the transfer of credits, 
the loss and inconvenience were alleviated, it matters but little. 
The fact is all the same. The industries of France for generations 
to come were mortgaged to the payment of the price of her great 
folly. And Prussia has not only filled her coffers but bound 
France to keep the peace by the possession of a large amount of 
her securities. Filled her coffers did Isay? Ahno! The millions 
she has extracted from France will be barely sufficient, I imagine, 
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to indemnify her for the losses she has herself suffered by the 
war, and for the expenses she will have to incur in upholding 
her fortresses, and maintaining her authority over the subjugated 
provinces. No, the Franco-Prussian war is rather an instance of 
wholesale destruction than of transmigration of capital. But 
turn to another picture of current events. 

For many years past, Russia has appeared in the London Ex- 
change as a contractor of heavy loans. They were not required 
to cover any deficiencies of her revenue — they were not intended 
to supply the means for great wars. Their purpose was a more 
legitimate one :—the construction of great lines of railways ; 
from St. Petersburg to the Black Sea—from Moscow to the Ural 
Mountains—across mighty regions, opening ways of communica- 
tion between countries hitherto placed wide asunder—rendering 
the riches of the Steppes and the forests accessible to the great 
centres of population. And British capitalists have eagerly 
responded to the appeal. Counting on the honour of Russia, 
which has never been tarnished, certain of her ability to meet 
the yearly interest, attracted by the profitable investment, the 
loans were readily granted ; and millions of British capital have 
transmigrated from Britain to Russia. Considerable portions, 
indeed, of these loans, must have eventually remained in this 
country for the purchase of railroad iron, the payment of freight 
of British ships, the salaries of British engineers, but the capital 
itself ceased to be at the disposal of Britain, and became part of 
the available resources of Russia. 

It is not easy to point out how capital comes and goes. It 
travels about in goods and produce, in bullion and specie, in 
bills and coupons. What are all our exports, but so much capital 
flowing out, and what all our imports, but so much capital flowing 
in to and from every country in the world? Within the fifteen 
years, from 1858 to 1872, the total value of British goods and 
produce exported from the United Kingdom amounted to 3,185 
millions pounds sterling. Add 351 millions of gold and silver 
bullion and specie, and we have a grand total of 3,536 millions 
pounds. But during the same period there were imported into the 
United Kingdom goods and produce to the value of 3,942 millions 
pounds, and gold and silver bullion and specie to the value of 
419 millions pounds, making a total of 4,361 millions ; showing 
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an excess of capital come over to this country of 757 millions, 
in goods and produce, and 68 millions in bullion and specie; 
making a total of 825 millions pounds sterling: a sum which 
represents partly the actual gain of Britain from year to year in 
her foreign trade, partly the amount due to British shipowners, 
and partly the interest due to British capitalists for capital lent 
in various forms. Regarded from this light, the whole balance 
of trade resolves itself into a transmigration of capital. 

Immense sums of capital are constantly going out from 
Britain, to every part of the world, to fructify the soil of native 
industry, to fill waste places, to construct great public works. One 
hundred millions and more of foreign public securities are held 
by British capitalists. Millions are invested in banking abroad, 
millions in foreign railways. Large portions of the trade of 
foreign merchants are carried on with British capital. Britain 
is indeed the great workshop of capital. On the seacoast of 
Sicily there was once a wild, lawless, gigantic race, who, 
with one eye only in the middle of their forehead, were 
constantly employed in forging thunderbolts for Jupiter. And 
in this island of Britain, there are the sons of the sturdy Saxon 
race, who, with two eyes, both wide open, are constantly forging 
capital, not for Jupiter, but for the whole world. 

The rate at which capital is accumulating in these islands is 
something wonderful. In 1843, the annual value of property 
assessed to income-tax in Great Britain was £251,000,000. In 
1853, that amount had increased to £262,000,000 ; showing an 
increase of £11,000,000 in the ten years, it being at the rate of 
£1,100,000 per annum, giving a capitalized amount of 
£37,000,000. Ten years after, in 1863, the amount assessed 
increased to £336,000,000 per annum ; the increuse in the ten 
years having been £74,000,000, or at the rate of £7,400,000 
per annum, giving a capitalized amount of £246,000,000. 
Lastly, in 1871, the property assessed amounted in Great 
Britain alone, always exclusive of Ireland, to £440,000,000 ; 
showing an increase in 8 years of £104,000,000, being at the 
rate of £13,000,000 per annum, or a capitalized amount of 
£433,000,000. Well may we be thankful for the extensive 
field for investment open to the capitalists of this country all 
over the world! Malthus is well known as the propounder of 
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a scheme for placing some artificial check to the increase of 
population, the tendency of population being, in his opinion, to 
increase beyond the means of subsistence. The population, he 
said, when unchecked, goes on doubling itself every twenty-five 
years, or increases in a geometrical ratio. But the means of 
subsistence increases only in an arithmetical ratio. Population 
goes on increasing, as the numbers l, 2, 4, 8, 16, 32, 64, 128, 
256. Subsistence, as 1, 2, 3, 4, 5, 6, 7, 8, 9. In two centuries, 
the population will be to the means of subsistence as 256 to 9; 
in 3 centuries, as 4,096 to 13; and in two thousand years the 
difference will be incalculable. Is there any chance of similar 
results occurring respecting capital? Ah, no! As there 
are checks to the infinite growth of population in any 
country, and emigration carries off all the surplus, so 
there are checks to the growth of capital, and other countries 
readily absorb any excess. Were it not so, the value of 
capital would certainly diminish wonderfully. John Stuart 
Mill attributed to the perpetual overflow of capital to colonies 
or foreign countries, to seek higher profits than can be obtained 
at home, the principal cause by which the decline of profits in 
England has been arrested. “ This,” he said, “ has a twofold 
operation. In the first place, it does what a fire, or an inunda- 
tion, or a commercial crisis, would have done ; it carries off a 
part of the increase of capital from which the reduction of 
profits proceeds. Secondly, the capital so carried off is not lost, 
but is chiefly employed either in founding colonies, which 
become large exporters of cheap agricultural produce, or in 
extending, and perhaps improving, the agriculture of older 
communities. It is to the emigration of English capital, that 
we have chiefly to look for keeping up a supply of cheap food 
and cheap material of clothing, proportional to the increase of 
our population ; thus enabling an increase of capital to find em- 
ployment in the country, without reduction of profits in pro- 
ducing articles of manufacture with which to pay for this 
supply of raw produce. Thus, the exportation of capital 
becomes an agent of great efficacy in extending the field of 
employment for that which remains, and it may be said truly, 
that up to a certain point, the more capital we send away, the 
more we shall possess, and be able to retain at home.”’ 

If you will form a correct appreciation of the relation 
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between the supply and demand of capital in the great world of 
industry, you must take into account the circumstances of all 
countries. For the amount of floating loan fund, at any one 
time, take in the first instance the aggregate amount of deposits 
in the banks of London, Paris, New York, Berlin, Hamburg, 
Frankfort, Amsterdam, and Vienna; add as far as you can, the 
amount held by private merchants and individuals in countries 
where banking is not so extended as in England: and against 
it, put the demand for agriculture, industry, commerce, public 
works, the ordinary affairs of life, the State, and the munici- 
palities, in all countries. By so doing, you will obtain a much 
better idea of the value of money, than if you concentrate your 
regard to the United Kingdom only. The chief countries in 
the world may be deemed one money market, for they all 
immediately act upon each other. If money is wanted in Paris 
to pay calls on railways, the interest will rise, and the price of 
stock will fall ; and if the shares are not sent to London for sale, 
English, French or Spanish, or some other stock, which may 
pay best, will be sent and sold in our market, and English 
capital thus abstracted to pay up the calls of English share- 
holders. Or the exact contrary may occur, so that, in any 
case, to obtain a right view of the possible value of money, it 
is quite as needful that we should consider what is to be done 
in the continental countries by the natives themselves, as if 
first undertaken by us.’’* 

Realize, I pray you, what capital really is, and what a useful 
commodity it is to every nation. Generally speaking, capital 
is that portion of an individual’s, or of a nation’s wealth, which 
is applied to reproduction. All property becomes capital so 
soon as it, or the value to be received from it, is set apart for 
productive employment. Just as wealth, in its economic 
meaning, consists of all those things, and those things only, 
which are transferable, are limited in supply, and are directly, 
or indirectly, productive of pleasure, or preventive of pain, or 
in other words, which are susceptible of exchange, or which 
have value, so capital, which is part of that wealth, must bear 
the same characteristics. There are many things most valuable 
in themselves, which are not in their strictly economic sense, 
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capital. Capital does not include the instruments furnished by 
nature, without our aid, but those only which are created, and 
were previously accumulated by man. To be capital the pos- 
session must be a material object. The skill o* an artist, the 
genius of a composer, the wisdom of a statesmar, the talent of 
aman of letters, the health and strength of a labourer, are 
doubtless so many valuable endowments to their respective pos- 
sessors, but they are not of a material character, and are not 
transferable. If English statesmen could transfer a little of 
their wisdom to the French ; if British labourers could endow 
their confréres in France or Italy with a little of their strength 
and steadiness of purpose ; if French artizans could pass over 
to British artizans part of their fertility of invention, what a 
market there would be for them all. But these personal endow- 
ments cannot be sold or bought, and, therefore, they do not 
come within the limits of political economy. I know, that 
political economy is charged with being too exclusively a 
materialistic science. But it cannot be helped. That is its 
province. Let metaphysical or moral science deal with sublimer 
thoughts. Each has its own functions in the economy of the 
universe. 

I do not know what we should do without capital. The riches 
of nature are profusely scattered, some on tie surface, and 
some in the very bowels of the earth, and human labour makes 
them subservient to the many uses for which they are adapted. 
Few things are the spontancous gifts of nature, requiring no 
exertion for their production. Nature offers its powers, and 
its products. Industry and labour discover their latent utility, 
and surmount the difficulties of obtaining such products, and 
of giving them their requisite modifications. But labour can- 
not always act singly. It necds the aid of tools, implements, 
machines, houses, and factories. How can these be obtained, 
unless there be something left of previous accumulations, 
whereby to get them? Now that something is capital. The 
labourers in the act of producing must be fed, and clothed. 
From whom can they expect their sustenance, but from the 
capitalist? The very first use of capital is to provide such 
commodities as are employed in producing wealth, and to sup- 
ply the fund necessary for supporting labour. Capital is used 
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in all manner of ways for purposes of reproduction. We often, 
intentionally, destroy it, in order to obtain the effects which 
are the direct consequences of its destruction ; as for example, 
we consume coal in the furnace, that we may produceiron. We 
are content to see capital used up little by little, as in ma- 
chinery ; or consent to vary its very kind, by manufacturing or 
shaping it in new forms, as in the use of cotton wool or any 
raw material. Or we give it to labourers in wages, as rewards 
for their labour. We employ capital in providing, extracting, 
or producing raw produce, as in agriculture, mining, fisheries, 
manufactures. We invest it in roads, railways, shipping. But 
in whatever way it is employed, capital is the mover of labour, 
and no work can be accomplished without it. The greater, 
indeed, is the amount of capital accumulated in the hands of 
those devoted to industry, the larger will be the amount of work 
executed. 

I pray you, however, to notice an important distinction in the 
method of employing eapital. On a closer examination of what 
is required for production, you will find, that part of the capital 
is employed in works of a permanent character, and part for 
temporary and fluctuating purposes. If you wish to plant a 
cotton mill, you must build the factory, and purchase the ma- 
chinery. If you will construct iron works, you must have the 
furnaces. If you will give yourself to agriculture, you must 
improve the land. Capital so employed cannot be with- 
drawn at pleasure. It is for all practical purposes sunk. And 
tis is technically called fixed capital. But to work the factory, 
to produce iron, to cultivate grain, you must have the raw 
material, you must pay wages, you must provide for the thou- 
sand requirements of the business. And this is circulating or 
floating capital, The fixed capital of the hunter consists of 
his gun and dog—the floating, of powder and shot. The boat 
and the net are the fixed capital of the fisherman; the shop 
is the fixed capital of the trader. There is this great difference 
between fixed and circulating capital, that whilst the fixed 
always remains, the circulating is always spent. You buy land 
for a railway; that land remains. You pay money in wages, 
it goes. Do not imagine, however, that what is termed fixed 
capital is absolutely fixed, or indestructible; or that what is 
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termed floating, is really lost. In truth, the fixed capital un- 
less renewed, is, in time, completely lost. The floating, though 
temporarily departing, always returns. And remember, too, 
that whilst all fixed capital must come originally from the ope- 
ration of circulating capital, and must be fed by it, no fixed 
capital can by any possible means give a revenue, except by the 
use of circulating capital. Now when you consider how multi- 
farious are the wants cf society and what an enormous pro- 
duction is constantly required to meet them, all the world over, 
you will perceive that the want of capital must be truly enor- 
mous. Even in this country there is a constant complaint of 
want of capital. Agriculture would produce considerably more 
but for this want. Every branch of industry needs more of it. 
It may naturally be asked, if capital be so required for our own 
use, and we have not enough of it, why let it go abroad? Why 
not prohibit the exportation of capital? Yes, it has indeed 
been more than once attempted to prohibit such exportation, 
but in vain. As there are not a few, who would recently have 
prohibited the exportation of coal, or who would have hindered 
the emigration of labourers, or who would have prohibited the 
exportation of machinery, so there may be some who would by all 
means stop the exportation of capital. But can you stop it? 
There is nothing so independent in its movements as capital. 
It will not, it cannot be kept by force anywhere, whatever you 
may do. Capital will always go to places where it may be quite 
safe, and where it will be lucrative; and it is as sure to leave 
places where there are no such advantages. 

The want of capital in foreign countries is extremely great. 
It might be natural to suppose that the old world has had, by 
this time, ample. opportunities of accumulating capital. With 
an old civilization, an immense population, untold resources, 
and extended means of communication, every country of the 
well-trodden continent of Europe ought to be replete with 
wealth, and to abound, aye, to be even affluent in capital. 
But alas! the work of destruction has been even more effective 
than the work of production. The warlike policy of the 
Roman Empire was not favourable to the production of wealth. 
In the Middle Ages, whatever was achieved by the thriving cities 
was more than compensated by the injurious influences of feu- 
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dalism and barbarism. Insecurity of person and property 
discouraged accumulation. Monopoly diverted the stream of 
wealth into narrow channels. Vicious fiscal systems often 
corroded the very sources of wealth. The Thirty Years’ War, 
the Seven Years’ War, the French war, brought desolation into 
every home, and destroyed not only all that had heretofore 
been produced, but even the produce of years to come. Can 
we wonder, that under such circumstances, but little has been 
accumulated? Even in Great Britain, the process of accumu- 
lation did not commence in earnest till within the last fifty 
years. 

At this moment, there are but few states in Europe that can 
be said to possess any great amount of loanable capital. Italy 
and Spain, rich in products, are poor in realised capital. Russia, 
for her size and population, is very destitute of capital. Com- 
pare the state of manufacturing industry in Russia and England. 
Russia possesses abundance of labour, but unassisted by capital 
she produces scarcely enough for the consumption of her in- 
habitants. England, with abundance of capital, invested in her 
manufacturing industry, produces not only enough, and to 
spare, for her own population, but sufficient to clothe every 
man, woman and child in the whole world. In Asia, there is 
much hoarding of wealth, but no workable capital. India is 
the great absorbent of British capital. The constant flow of 
silver to the East has ever been a serious element in the market 
for capital. Africa is, as yet, destitute both of wealth and capital, 
ber sons and daughters having been torn from her shores to 
minister to the luxuries of other States. But who knows what 
South Africa may yet become, with diamond fields in New 
Rush or Kimberley, and gold mines in the Transvaal ? America 
is the land of promise for capital, but in new countries the 
means of investment are always greater than the amount of 
available capital. The lending countries are principally England, 
France, Germany, Holland and Belgium, England being, of 
course, the best provided with funds to meet any exigencies. A 
few years ago the average income of every individual was found 
to be £27 in England, £23 in France, £18 in Prussia, £15 in 
Austria, £6 in Russia, and only £5 in Italy ; and since then, 
whilst England has made rapid strides, I fear other countries 





nt ARS Se Ey Aa le em 














_On the Transmigration of Capital. 81 


have made but slow progress. I am inclined to believe that, in 
this small corner of the earth only, capital is increasing faster 
than population ; and that into this modern Egypt, for some 
time to come at least, borrowers from all nations will continue to 
come to buy capital of the living Josephs, the Bank of England, 
the Rothschilds, the Barings, and other capitalists who hold the 
key of the granary. I have said, that at this moment, Britain 
owns upwards of one hundred millions of foreign securities, 
has an interest in most of the foreign railways, and carries on 
with her capital a good share of the trade of the world. But 
the trade in capital is destined to attain larger dimensions 
than ever yet contemplated. Hitherto we have seen States 
themselves coming forward as borrowers of capital, and only 
occasionally public companies have been formed with British 
capital for lighting towns with gas, for establishing tramways or 
railways, or for organising new lines of steamers in foreign 
countries. As yet industry and agriculture have made but little 
demand, or if they made the demand, they did not meet a favour- 
able response. The imperfection of the institutions of credit, the 
instability of political institutions, the insufficiency of legal 
remedies, the ignorance of foreign laws, have hindered the 
transmigration of capital. But these difficulties are, one and 
all, in the way of being removed, and by the agency of the 
many banks established in London we may well anticipate a 
large and constant demand of capital for every purpose of 
industry, in every State of the world. 

These are not bright prospects, you may say, for the abun- 
dance of capital in England. Alas, for the day when money 
could be had at 1 or 2 per cent., the golden days imme- 
diately succeeding the discovery of gold in California and 
Australia! But never mind. The capital sent away is not lost. 
It is sure to return again in one form or another, and with 
abundant profits. Taking an illustration from literary pursuits, 
which appeared in that interesting Miscellany entitled “ Excel- 
sior,”’ from the pen of the late Dr. Hamilton, and applying 
it to the migration of capital, 1 may say,—“ Remember, 
that an earnest mind is not a bucket, but a fountain, 
and as good thoughts flow out, better thoughts flow in. Good 
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thoughts are gregarious. The bright image, or sparkling 
aphorism —the gold or the silver of capital—fear not to give it 
wing, for lured by its decoy, thoughts of sublimer range, and 
sunnier pinion, will be sure to descend, and gather round it. 
‘As you scatter you'll increase.’ And it is in this way that 
whilst many a thought that might have enriched the world, 
has lain buried in a sullen or monastic spirit, like a crock of 
gold in a coffin, the good idea of a frank and forthspoken man 
gets currency, and after being improved, to the advantage of 
thousands, has returned to its origin with usury. It has been 
lent, and so it has not been lost. It has been communicated, and 
so it has been preserved. It has circulated, and so it has 
increase:l,’’ 

Moralists have often been led to decry the absorbing eager- 
ness of the present age in the pursuit of wealth, an eagerness 
which is manifesting itself as much abroad as at home, and fear 
has been expressed, lest the love of money should engross far 
too much the heart and mind of the nation—lest, instead of its 
being sought as an instrument for the purchase of ease and en- 
joyment, both the ease and enjoyment of a whole life should be 
rendered up as a sacrifice to its shrine ; lest, instead of its being 
desired as a minister of gratification to the appetites of nature, 
it should bring nature itself into bondage, robbing her of all 
her simple delights, pouring wormwood into the current of her 
feelings, making that man sad who ought to be cheerful. But 
let us not forget the many benefits derived from wealth, and 
whilst we condemn an excessive devotion to its pursuit, let us 
be ready to acknowledge that the acquisition of wealth is, after 
all, only the reward of well-directed labour. Look at the 
results! What is it that renders Britain so influential in the 
council of the nations? Whatis it that places this nation fore- 
most in civilisation and science? Whence, but by the expen- 
diture of much treasure, has this distant corner of Europe been 
rendered the healthy and courted resort of princes and nobles 
of all countries? Look around, and see what wealth is capable 
of performing! What monuments it has raised ? What agencies 
it has called into activity ! What encouragement it has afforded 
to science, art and discoveries! Behold those gigantic railways 
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and canals, and those proud barks which navigate every sea and 
river! Inspect those stupendous docks, laden with produce from 
every quarter of the globe ! What but wealth has procured for 
Britain those storehouses of knowledge which she possesses in 
her museums and galleries? And what but the existence of 
a class in the full enjoyment of ease and wealth has given to 
the nation the immense benefit of a large number of men, 
who, with refined taste and enlarged views, are able to devote 
themselves to those higher objects which foster civilisation 
and science? It isthe glory of England that she possesses 
so many men of position and wealth, who are striving to take 
upon themselves the burden of presiding over our hospitals and 
school-boards, our magistracy and our boards of guardians. 
Many are the examples of liberality, moreover, which redeem 
wealth from the charge of sordid avarice or cold unconcern for 
human sufferings. The names of George Peabody, Samuel 
Morley and Lady Burdett Coutts, are household words in the 
national catalogues of benefactors. And what cry of distress 
from any quarter of the world has ever been unheeded * 
Yes, let the transmigration of capital of which we have been 
speaking diffuse such blessings as these all over the world, and 
what a crop of beneficence will accrue! How much misery will 
be alleviated! What amount of ignorance will be removed! 
What high purposes will be served, and what impetus will be 
given to trade, commerce and international intercourse. In this 
work of distribution, bankers fill a high and distinguished posi- 
tion; and those of you who are immediately engaged in the 
pursuit of banking, may well be gratified in the consciousness, 
that whilst pursuing your calling, you are spreading far and 
wide those blessings which a Gracious Providence has intended 
for the whole human family. 





ON THE RATE OF INTEREST, 1873. 
Tue laws relating to usury are a thing of the past, but the 
reasons by which they were upheld or condemned are always 
worthy of consideration. When the functions and utility of 
capital were wholly unknown, when all saving was regarded as 
the fruit of sordid avarice, and money-lending purely as a 
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means of relieving the destitute, all interest of money was 
considered as the usurious profit which the rich extorted 
from the poor. Thus, Moses prohibited the Jews from 
lending at usury to the poor among their brethren, though 
he permitted interest to be charged to strangers. At Rome, 
though the ten tables and succeeding laws permitted only a 
very low rate of interest, yet money-lenders charged dear for 
their commodity. Cato, who compared usury to assassination, 
was himself an usurer; the virtuous Brutus lent money in 
Cyprus at 48 per cent.; and Pompey the Great made the 
King of Cappadocia pay as high as 66 percent. Nor were 
usurers very lenient towards their debtors. To check their 
cruelty a law was passed, providing that no debtor should 
be kept in irons or in bonds, and that the goods of the debtor, 
not his person, should be given up to his creditors. In Greece, 
Aristotle gave an unqualified condemnation to usury, or to the 
taking of any interest for money. Plutarch was as hostile to 
it. The fathers of the Church were unsparing in their com- 
plaints against usury. St. Basil lamented that lenders en- 
riched themselves by the miseries of others. St. Chrysostom 
exclaimed that it was unbearable that men should attempt 
to produce without either land, rain, or the plough. St. 
Jerome said, “Have you lent to him who had, or to him 
who had not? If he had already, why did you lend to him? 
If he had not, why ask of him even more than you gave 
him?” And Luther was not less decided; every usurer, he 
said, is a thief worthy of being hanged. But no prohibi- 
tion, and no contumelies, ever prevented the traffic in a com- 
modity so valuable as capital. And the law had eventually 
to sanction the taking of interest as lawful. In this coun- 
try, under Henry VII., interest was allowed to be legally 
contracted for, provided it did not exceed 10 per cent. 
During the reign of James I., the rate was lowered to 8 per cent.; 
and this continued till the Commonwealth, when it was reduced 
to 6 per cent. Subsequently, under Queen Anne, the rate was 
reduced to 5 per cent., and at this rate it stood till the abolition 
of the Usury Laws in 1839, though the total abolition of the 
Usury Laws was not passed till 1854. 

The Usury Laws are now abolished. The owner of cxpital may 
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charge as much as he pleases for the use of his commodity. Yet I 
am sure you will all agree with me, that every kind of violence, 
every kind of extortion, cheatery, or fraud, whether secret or 
open, in connection with money-lending, is in itself wrong ; that 
the capitalist who speculates on the temporary distress of the 
borrower is cruel and heartless ; that such practices as come to 
the light of day, from time to time, between money-lenders and 
inexperienced youth, or miserable prodigals, are detestable 
in the highest degree. Regarded in a moral aspect all 
the anathemas of the popes, all the punishment of the civil 
law, all the moral execration of humanity, are eminently 
due to a manifest usurer, who makes a game of human 
suffering. But, unfortunately, you cannot make a man chari- 
table by law. And any such law must prove abortive of 
practical results. We must prohibit usury, it was said, for the 
prevention of prodigality ; but can any law arrest the prodigal 
from his course to ruin? We must prohibit it for the pro- 
tection of indigence. But the Usury Laws are more likely to 
crush than to protect the indigent, for means of evasions will 
be found so as to get the needed help in a manner which 
may prove much more destructive than any open rate 
of interest. No, the Usury Laws must, of necessity, fail to 
accomplish any such object, and the legislation, in this and 
other countries, has been constrained by experience of 
their futility, to retrace its steps, and to abolish such laws 
altogether. At Bale, in Switzerland, a short law was passed in 
May, 1864, suppressing all laws affecting usury as contrary to 
public opinion, and to the true interests of commerce. In the 
same year Frankfort did the same. Bremen also abolished 
such laws in 1858; And the same was done in the United 
States, Peru, Chili, and many other countries. And what has 
been the consequence? At Peru, the interest of money was as 
high as 50 to 100 per cent. before the abolition of the Usury 
Laws. Immediately they were abolished, it fell to 24 per 
cent., and since then to 12 per cent. At Chili, whilst the 
laws limited the rate of interest to 6 per cent. per annum, the 
real rate was as high as 2 to3 per cent. per month ; and upon the 
abrogation of the Usury Law, the rate fell to 1 to 1} per cent. 
per month. And where the reform has not been sufficiently 
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complete to abolish all laws relating to the rate of interest, 
the criminal laws have been so far modified, as to fix the 
criminality, not in the receiving of a higher rate of interest 
than is fixed by law, but in the moral guilt of disguising or 
evading the provisions of the law. 

But what is really the rate of interest, and by what principle 
is it governed? ‘The rate of interest is composed of three dis- 
tinct elements. First, of the natural produce or increment of 
capital. Second, of the insurance of the risk. And third, of 
the expense for the preservation of capital and the management 
of the transaction. Let it be remembered that we speak of the 
interest of capital, not of money, except in so far as money is 
really a portion of bond fide capital. There was abundance of 
paper-money or assignats in the market in France during the 
first revolution, but what a deficiency of real capital! And by 
the natural produce or increment of capital, we mean the price 
ov value which such capital acquires in the market, in con- 
sequence of the relation which may exist at the time between 
the supply of capital, or the sum available for investment, and 
the demand of borrowers. We may imagine a condition of 
things, where there may be abundance of capital, and very 
little demand for investment; or vice versd, a very active de- 
mand, side by side with a very limited supply of capital. 
Whatever be the condition, the rate of interest will denote the 
value or rent of capital. The portion representing the insu- 
rance of the risk is governed by the political or monetary 
circumstances of the nation, by the position and prospects of 
trade and finance, by the state of public credit, and by circum- 
stances especially affecting the lenders and borrowers. A time 
of war, or a time of peace; during a drain or influx of gold ; 
when the funds are at par or at a great depression; a loan to 
a Rothschild, or a loan to a second-rate house, each and 
all such circumstances will exhibit a very different con- 
dition of risk and hazard to be run, sure to be reflected 
in the rate of interest. And as for the item of expense, a 
loan obtained at the Bank of England, the fountain-head 
of capital, must of necessity be obtained at easier conditions 
than a loan from a pawnbroker who gets the funds at his dis- 
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posal third or fourth hand, for every one of the parties 
through whom such funds pass, must add a percentage not 
only for his own profits but for his actual expenses in the 
transaction. 

A desire has been expressed by many that the rate of interest 
should not fluctuate so much as it does, and that, if we cannot 
have auniform rate, the alterations should be as few as possible ; 
but money or capital, like any other commodity, must rise and 
fall in value according to its scarcity or abundance: and there 
is no reason whatever why the price for the use of capital should 
be fixed, any more than the price of any other commodity 
which is subject to the same fluctuation in supply and 
demand. In the case of other articles, we say that the best 
security against scarcity is to allow the price to rise in propor- 
tion as it becomes scarce, in order not only to encourage 
economy in its use, but also to invite further supplies from 
extraneous sources. And so it must be advantageous to the 
country at large, if there be a scarcity of loanable capital, to let 
the price of it, that is to say the rate of interest, rise in pro- 
portion as that scarcity is more or less serious. Capital is 
like everything else, and the proportion between supply and 
demand is best attained when the price is regulated by the free 
action of the market. An opinion has also been expressed 
that the Bank should fix for all time a maximum or a mini- 
mum rate of interest. Some said that the Bank of England 
should be restricted from charging more than 6 per cent. ; 
others that the Bank should adopt a rule not to discount at a 
lower rate than 4 per cent. But all such propositions are 
erroneous in principle, and impracticable in ordinary business. 
Whether fluctuations. are desirable or not, they are indis- 
pensable. 

Nor can I conceive how the Bank of England or any other 
institution can control, in any permanent manner, the market 
rate of interest. In time of pressure, when every eye is turned 
to the dreaded bulletins of the Bank of England as to the rate 
at which it will afford accommodation, the bank rate may 
certainly have an enormous influence on the value of capital, 
not only in this, but in almost every country. But in ordinary 
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times the influence of the Bank is very limited, and the rate is 
principally fixed by competition in the market, which is 
governed by the amount of floating capital at the time available 
for the amount of transactions. Instead of controlling the rate, 
the Bank of England itself is rather controlled on the subject 
by circumstances of a permanent character. Remember that, 
although the Bank of England is by far the wealthiest bank, 
it has, after all, but a limited amount of capital; that as a 
private institution it must take care of its own resources, so as 
by all means to save its credit ; and that in granting accommo- 
dation it must take into account the state of public credit and 
finance. For these purposes the great guide of the Bank is the 
state of its reserve, which is governed by the demand for money 
in the market. Practically it is a reserve of bullion, and when- 
ever the demand for money is great in the market, and bullion is 
drawn upon, the amount of unemployed capital in the country 
becomes less, and the value of that which remains becomes 
greater. We are thus brought to the conclusion that we cannot 
expect a uniform rate of interest when the two elements which 
regulate the supply and demand of capital are ever fluctuating ; 
that it would be as futile to fix any maximum or minimum rate 
when the relation of these two elements is subject to the greatest 
oscillation ; that the Bank of England has no power to control 
the rate against the market rate of interest, however great its 
influence, especially in times of panics; that the Bank of England 
must for its own preservation regulate the extent of its accom- 
modation by the state of its reserve, and charge a higher or a lower 
rate of interest in proportion thereto, and that in so far as the 
state of such reserve exhibits the amount of unemployed capital 
in the country, the bank rate for the time being is a proper 
index of the market value of capital. 

We might be disposed to wonder why the rate of interest 
should depend less upon the total amount of capital in the 
country than upon the amount of money available in the same. 
The permanent rate of interest prevalent in any one country is 
certainly and ultimately governed by the relation of supply and 
demand of capital as a whole, yet for temporary purposes the 
species of capital alone which has the greatest influence is 
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money,—ready money. It is the relation of the amount of 
money floating about in the loan market to the amount required 
to support the various advances made, and the various engage- 
ments undertaken upon credit, that is the parent of the frequent 
variations in the rate of interest. Capital in various forms may 
be abundant, yet money or loanable capital may be extremely 
scarce. During the crisis of 1825, consols were 75} for money, 
and about 804 for the account, which account-day was within 
twenty-five days of the day money was wanted. Yet certain 
bankers were compelled to sell that stock for money at that low 
rate, by which they borrowed money at the rate of 72 per cent. 
per annum. In 1848, as much as 16 per cent. was demanded and 
paid for a temporary accommodation of £10,000. Merchants 
will make the greatest sacrifices in selling goods at ruinous 
prices in order to procure whatever money they may require. 
And it has often been remarked that all such calamities cease 
the moment the Bank is allowed to issue an increased amount 
of notes. So strong is the impression made by that fact 
that it has been supposed that the rate of interest bears direct 
relation to the amount of the circulation. But though the 
amount of notes with the public may at times during its expan- 
sion and contraction have some effect upon the rate of interest, 
such effect is only temporary. Mr. Norman has shown that the 
rate of interest is not dependent upon the amount of notes. 
During the operation of the Bank Restriction Act, when an 
excess of issue had depreciated the currency from 5 to 380 per 
cent., the rate of interest was always much higher than it has 
ever been since the return to cash payments. In 1822, 1823, 
and 1832, the circulation was low, and the rate of interest was 
low also. Towards the end of 1824 and the beginning of 1825, 
and again in 1836, anterior to any contraction, and when the 
circulation was very high, the rate of interest rose. In some 
years there has been a high currency and a_ low rate of 
interest. In point of fact, there is no necessary connection 
with each other. If every person in the country awoke 
to-morrow with twice as much money in his pocket as he 
possessed to-day, the rate of interest would remain unaltered, 
though the prices of commodities would be doubled. The ulti- 
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mate effect of increasing the quantity of money is to raise prices, 
not to lower interest. 

Care should be taken, moreover, to distinguish between the 
rate of interest and the rate of discount. Interest is the rent of 
capital. Discount is an allowance paid on account of the 
immediate advance of a sum of money not due till some future 
period. It is the price paid for a deferred payment. In the 
case of interest, you engage to pay the money annually, extend- 
ing over perhaps a considerable period. In the case of discount, 
you engage to pay back the money in a short time. The one 
has to do with the permanent relation between supply and 
demand of capital. The other has to do with the floating 
capital available at the time. The rate of discount often varies 
and fluctuates without any reference to the price of consols, or 
the rate.of interest upon money lent on mortgage. The 
rate of interest oscillates very closely round the price of the 
public funds. When it is said, therefore, that the Bank of Eng- 
land has a power over the rate of interest, all that is meant is, 
that it may to a certain extent influence the rate of discount. 
An important portion of the business of a bank is to dis- 
count bills for its customers. And it is just when the 
Lombard Street bill-brokers cease to afford the usual amount of 
accommodation to their customers that the Bank of England 
is called upon to make larger advances to commercial men ; and 
thus it happens that the largest advances are made just when 
the bank rate is highest. 

Assuming that the rate of interest charged by the Bank of 
England fairly represents the value of money in this country, it 
appears that the averagerateduring the last thirty years bas been 
about 3} per cent. ; a very low rate when we consider the great 
demand always made upon every part of the floating capital. 
If we, however, take the rate of discount the rate is somewhat 
higher. A comparison has been made of the average annual 
rates per cent. per annum of discount in the nine principal 
markets of Europe in the ten years from 1855 to 1864, and 
it appears that while in London it was 442 per cent., in 
Paris it was 4°52, in Leipsig 4°70, in Vienna 5°53, and in 
Italy 5°57, yet in Frankfort it was 3°50, in Hamburg 3°41, in 
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Amsterdam 3°63, and in Berlin 4°37. In the United States 
the rate is always higher. During forty-eight years of war the 
rate of interest in England for the most approved securities 
averaged 4 per cent.; and auring forty-four years of peace it 
averaged 34 per cent. In the United States the rate for pre- 
mium loans on real estate ranged from 5 to 7 per cent. during 
a century, and in some of the western states it was as high as 
12 per cent. Why such differences? In some countries the 
rate of interest is high in consequence of a great demand for 
borrowing, little riches to supply that demand, and great 
profits arising from commerce, In other countries the rate 
of interest is low in consequence of a small demand for 
borrowing, great riches to supply that demand, and small 
profits from commerce. But there are other circumstances 
which affect the rate of interest. Where the government is 
unsettled and property insecure, the rate is sure to be high, as 
has been the case in India. Where the rate of profits is 
high, as in Australia, there a high rate will prevail. But where the 
people from natural character are cautious in incurring risks, 
the rate is sure to be low. England, doubtless, possesses the 
largest amount of available capital of any country, and such 
capital is increasing at an enormous ratio. But large as has 
been the growth of capital, larger still have been the openings for 
mercantile investments. The adoption of free trade principles has 
led to a great extension of commerce and shipping. The railway 
system has absorbed three hundred of millions of capital. The 
East has taken from us a large annual amount of bullion. An 
immense number of public companies have been formed for bank- 
ing and other investments in almost every country in the world ; 
finance companies have undertuken to borrow money for every 
state ; and the consequence has been a large demand for money. 
No economic principle is clearer than that it is the rate of 
profit that really rules the rate of interest; that it is not the 
amount of money in the country, but what may be done with 
it, that is the great consideration. And since the rate of profits 
in the United Kingdom has been very high of late, we must 


not be surprised if the rate of interest is also comparatively 
high. 
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A high rate of interest is not good for trade and industry. 
Even if not sufficient to hinder speculative operations, the ordi- 
nary business is hindered by it, and its effect is undoubtedly 
to increase the cost of production. Generally, it has been said, 
the more you increase the value of money the more you depress 
the value of goods; and merchants well know, that an exceed- 
ing stringency always causes frightful sacrifices. Turgot has 
compared the rate of interest to a flood-level, below which all 
labour, all cultivation, all industry, all commerce, cease. It is 
like a sea spread over a vast country; the summits of the 
mountains rising above the waters, and forming fertile and culti- 
vated islands. Let that sea begin to ebb, and in proportion as the 
level of the water falls, so first the slopes of the mountains, and 
then the plains and the valleys will come into view, and give birth 
to all kinds of produce. The rise or fall of the flood-level to 
the extent of a single foot suffices to inundate or permit the 
cultivation of immense tracts of country. And so it is with the 
rate of interest. Every rise to the extent of even 1 per cent. 
above the ordinary level tends to suppress some branches of 
industry ; and when the rate rises to 10 per cent. all trade becomes 
woefully contracted, the field of labour is almost submerged, 
and scores of merchants, and thousands of the working classes 
perish beneath the rising flood. But allowing that such is the 
natural sequel of a high rate, would it be desirable that the 
rate should remain low when speculation is rising and capital 
is being rapidly absorbed in dangerous enterprises? Far from 
it. The pressure of a high rate is most salutary in its influence 
if there be any undue tendency to enter into transactions beyond 
the extent to which capital will support them, for if that pressure ° 
is not exercised at an early period the result is certain to be a 
commercial crisis. 

However good it be for a nation to have always at hand a 
large floating capital available, and a iow rate of interest, do 
not think that any artificial means will ever effect the object. 
No state interference can succeed permanently to lower the rate 
of interest, and, as I said before, no issue of paper currency, how- 
ever large, will have the slightest influence towards it. The 
lowering of the rate of interest is the result of an increase of 
capital, and the only means by which we can arrive at the reduc- 
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tion of the rent of money, the common expression given to the 
loanable funds, are those which lead to the increase of capital, 
Increase the productive forces of the nation, give to credit 
a solid basis, maintain as much as possible the standard of the 
currency, multiply outlets for productive labour, preserve 
public credit and confidence, give stability to your political insti- 
tutions, let law and justice triumph, and you need not trouble 
yourself about the rate of interest, for it will regulate itself in 
exact relation to supply and demand. A low rate can rule only 
when that is the measure of the real condition of things, and 
when it is in perfect accord with those necessary relations which 
result from the nature of things. 

Not a few are ready to throw upon bankers and money-lenders 
the whole responsibility of a high rate of interest. When they 
hear of one bank after another dividing 20 to 30 per cent. a 
year of profits, after setting aside a handsome reserve fund, they 
are ready to exclaim, “ A glorious harvest do they make out of 
our losses and tribulations.” But it is as unjust to make bankers 
and money-lenders responsible for the natural effects of the law of 
supply and demand as regards money, as it was to inveigh against 
the so-called monopolisers, forestallers, and regraters, for the high 
price of corn. The time is past when we can believe that the 
Bank of England and all the bankers in Lombard Street, with 
all the lords of the Treasury at their back, are only gigantic 
monopolists, who have entered into a combination to prey on the 
public wants. Though for a time they may profit by the great 
value of their commodity, traders in money find that it is a 
safer work, and that they do more profitable business when the 
price is cheap than when it is dear. Bankers and money-lenders 
cannot help it if money becomes dear. If a larger amount of 
capital has been consumed than the nation could afford to expend, 
it is not just to charge them with the necessary and inevitable 
consequence. Better far that they should make the available 
resources dearer, so as to diminish their use or prevent their waste, 
than that they should allow us to squander them away till at 
last there is nothing left. 

The responsibility of such commercial crises, as we have often 
had to lament, does not rest with bankers and money-lenders. 
Commercial crises seem to follow a given law. Times of prosperity 
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are succeeded by times of adversity. We may almost progno- 
sticate the occurrence of such events, and as by a horoscope fix 
when they will happen. It is by observation and study that we 
are able to reduce to general laws what at first sight seems par- 
tial and individual. In the physical world, the locality and 
intensity of storms once deemed uncertain and accidental, have 
lately been discovered to be regulated by fixed laws. In the 
natural world abundance and famine periodically occur. In the 
moral world there are times of great aberration and times of 
order and peace. And so it may be in commerce and banking. 
Commercial crises may be the effect of a periodical succession 
of buoyancy and depression of the mind when placed in connec- 
tion with trade and finance. Under the influence of steady 
success years glide on, and we are flushed with prosperity. A 
crisis comes, and we must retrace our steps. Experience then 
teaches caution ; and under its wise guidance, courage revives ; 
but we speedily return to a state of indiscretion, and a fall is 
certain to succeed. A panic is a fearful thing. It is the Asiatic 
cholera of the commercial world, epidemic, most contagious and 
fatal. Fortunately we have found that zymotic diseases are after 
all preventible ; that by pure air, pure water, and cleanliness, we 
can say to such scourges ! “ Depart.’’ And equally so in commerce 
and banking. Adherence to sound maxims of economic laws, 
the exercise of due caution, a proper balance between the avail- 
able capital and commercial investments, and last, but not least, 
the abolition of laws which impose fetters on the natural 
course of trade and finance, which perplex and involve the opera- 
tions of both bankers and traders, would cause periodical crises 
if not to cease altogether, at least greatly to diminish, in length . 
and intensity. And to conclude, just as presence of mind greatly 
contributes to individual preservation in the midst of an epidemic, 
so in the midst of a commercial panic the best safeguard to one’s 
own stability is to exhibit an imperturbable front, a calm and 
undisturbed adherence to one’s ordinary business. There is magic 
power in public confidence, and no greater calamity can befall 
a commercial community, than when this, the golden chain 
which binds together all the interests of the empire, is broken 
asunder. As far as we can see, the commerce of the country is 
at present solid and prosperous, and if a cloud now and then 
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obscures the horizon it is only to make the sunshine more 
enduring and grateful. Nay, if even a storm should arise, 
destroying in its course the lighter craft, ships ill manned and 
ill-prepared, we shall soon find, that with the air purer and 
fresher, better taught by experience, and even humbled by 
temporary misfortunes, we shall be able the more heartily to 
advance prosperously, and to enjoy a long and happy season of 
commercial progress. 


tin 
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ON THE COINAGE OF ENGLAND. 
Ir was commonly held among numismatists, or among those 
skilled in researches connected with coins, that during the reign 
of Queen Anne, and a very short time before her death, three- 
farthing pieces were issued, and that in the coinage of the third 
farthing the die broke. Of these three farthings one was 
found at the King’s Museum at Dublin, and the second at the 
British Museum, but what of the third? Interest and curiosity 
were awakened to discover its whereabouts. Collectors were 
in quest of it, and the Government itself offered £500 reward 
for the discovery of the wonderful farthing. At last the culprit 
wasfound. John Stone, a servant of a Mr. Millar, well knowing 
what prize his master possessed in that farthing, succeeded in 
getting it into his hands, and once there, no demand or entreaty 
was sufficient to induce the servant and his associates to restore 
it. £700 they wanted for that farthing, on the plea, no doubt, 
“that th’ intrinsic value of a thing is just as much as it will 
bring.” But the master became enraged, got his servant 
arrested, and a solemn trial ensued. Then, as on the still pend- 
ing remarkable trial, counsel for the Crown prosecuted, and in 
the end Stone was convicted and condemned to imprisonment 
for twelve calendar months, and to find sureties in large sums. 
It proved, however, a complete illusion. The wonderful farthing 
was not the sole specimen of the species. The value attached 
to it was altogether fictitious ; 5s. was all that could be got for 
it, and scarcely so much can now be obtained for a Queen 
Anne’s farthing. If there be any coin collector in this assem- 
bly, let me caution you when you enter a curiosity shop and 
see its musty treasures, suits of mail and fantastic carving, 
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rusty weapons and old coins, take you care lest you should find 
in the collector a Dousterswivel, who having filled your imagina- 
tion and excited your curiosity should succeed in imposing 
upon you a worthless article, and in exacting for it a fabulous 
sum. There is, however, great interest in a good collection of 
ancient coin, for the art of coining money is of very ancient 
date, and often have coins been the means of ascertaining the 
names of forgotten countries and cities, their position and 
chronology, the succession of their kings, their civil, military, 
and religious condition, and the style of their art. As I 
inspected such collections as may be seen at St. Petersburg and 
Moscow, unnamed or unknown members of successive dynasties 
seemed to pass before my eyes as well-defined individuals, and 
in connected order, and I could discern revolutions of a religious 
as well as of a political origin, if not with the minuteness I 
could have wished, at least with a distinctness that demanded 
unquestioning reliance. 

The use of money must have long preceded the introduction 
of coin, for it is quite clear that by simple barter human wants 
could with great difficulty be satisfied. And the staple commo- 
dity of the country seems to have been generally taken as the 
circulating medium or measure of value. Homer tells us that 
the shield of Diomedes cost nine oxen, whilst that of Glaucus 
cost one hundred. In Abyssinia, blocks of salt were used for 
that purpose. In Newfoundland, fish. In China, rice. But 
not many commodities possess the necessary qualities of a cir- 
culating medium. Properly to answer the functions of money, 
the commodity should be distinguished for its steadiness of 
value, for we must remember that a sale is only half of the 
barter, the barter not being complete till we pay over for the 
purchase the money which we have got for the sale. It should 
be divisible into the smallest portion, for it is to act as an 
equivalent to objects of the most varied character, and exhibit- 
ing the greatest difference in value. It should be of a sub- 
stance capable of resisting the inroad of deterioration. It 
should be capable of easy transport from place to place. Above 
all, it should be an article of universal attraction and value, for 
when we consider how widely scattered are the relations of 
trade, and from how many sources nations derive their articles 
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of food and clothing, it is clear that the commodity used as circu- 
lating medium must have value in the eye of the whole world. 
It is, in fact, because gold and silver, the most beautiful 
among the metals, and resembling the two luminaries in colour 
and splendour, are found by universal experience to possess 
more than any other commodities these and other requisites of 
a circulating medium, that they have been very generally 
adopted as money. Platinum has, indeed, been suggested for 
the purpose, but the quantity available is very small. And 
diamonds, which have become more abundant since the recent 
discoveries in South Africa, are too unequal in size and value to 
admit of their serving the functions of money. 

By the expression a standard of value as applicable to money, 
it is not meant to indicate a measure as fixed as that of a 
standard yard or a standard pound. Gold and silver have nota 
fixed invariable value, but they are subject to less fluctuation than 
any other known commodities. By saying that a 4 lbs. loaf of 
bread is worth 6d., we virtually say that so much of a well-known 
metal of a definite and comparatively invariable value must 
be given in exchange for a quantity of an article whose value 
is fluctuating from day today. Nay, more, it is the same as to 
saying, that the same amount of capital and labour, though both 
proportionally affected by the relation of supply and demand, 
is represented in the one as well asin the other. The exchange 
of bread with gold, silver, or copper, is after all a barter of 
two commodities at their exact relative value at the time of 
the transaction. By the action of credit the barter may be 
effected without the immediate intervention of the precious 
metal, but the delivery of the same is only put off, never 
abandoned. 

Assuming that gold and silver are alike fitted as circulating 
medium, should both of them, or one only, be taken as standard 
of value? In England, gold and silver were both legal tender 
from 1257 to 1664, when their relative value was regulated by 
proclamation. From 1665 to 1716 the relative value was not 
fixed by authority. Silver was then practically the only legal 
tender, and the value of gold was allowed to fluctuate. In 
1717, the former rule was reverted to, and the guinea in gold 
was made equivalent to 21s. in silver. It was only in 1816 that 
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England adopted absolutely the gold standard. Into the 
various reasons in favour of a single standard I need not 
enter. I pray you to study them in my work, “The History 
of British Commerce,” and in the works of the authorities 
there quoted. Certain it is, that for the purpose of a 
standard of value it is better to take one commodity 
only, than two, for the reason among others, that we thereby 
diminish the chances of variation of value, to which gold and 
silver are themselves subjected. To maintain gold as the sole 
standard, silver and copper coins are issued at a greater value 
than they are worth. Silver, which is worth £3. to £3. 2s, 
according to the market-price, is coined into 66s. per lb. In 
1870, the average price of silver was 5s. 03d. per ounce, and the 
seignorage accruing to the State was at the rate of 54d. per ounce, 
or rather more than 9 per cent. Experience, moreover, proves 
that where both metals are made legal tender, payments are 
always made with the metal which costs the least; and that if 
more can be got for one metal in any foreign country than can 
be got for its equivalent in the other metal, the metal for which 
most can be got will be exported. The question of a single 
or a double standard has occupied the attention of some of the 
leading economists, but hitherto every step made towards the 
uniformity of coinage has resulted in the adoption of gold as the 
sole standard of value ; the most recent and notable instance hav- 
ing been the substitution of gold for silver in the German Empire. 
Mr. Disraeli, in his recent extra-parliamentary utterance in 
Glasgow, seemed to regard the general adoption of gold, andthe 
consequent demoralization of all the silver coinage, with dread, 
as if it portended a new cause of great convulsion in the money 
market. But what does it matter if gold rather than silver is 
locked up at the Bank of Prussia or of France? There is enough 
of gold now to serve the purpose of coinage all over the world, 
and with the extension of the means for economizing the use of 
80 expensive a circulating medium, we need not apprehend any 
inconvenience from our depending on one metal only as the 
sole universal standard of value. 

But the metals in their original condition as raw materials 
could not well perform the functions of a circulating medium 
or standard of value. It would be rather troublesome, would 
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it not, if whenever we had occasion either to buy or sell, we 
should have to weigh a piece of the rude metal and melt it in 
the crucible with proper dissolvents in order to ascertain its 
proper fineness? And yet that would be a necessity but for the 
coinage, for it is only after it has been refined, assayed, weighed 
and stamped, that any piece of the precious metal becomes really 
useful as a coin. No coinage seems to have existed in Greece 
for a very long time. Homer wrote that each individual carried 
scales to weigh the metal used as money. No coin is known with 
hieroglyphics. It is by weight of metal that the Jews estimated 
the value of things. The earliest notice of actual coinage seems 
to refer to the Lydians, whose coin like those of the Pelopon- 
nesus, were stamped on one side only. And there are also 
authenticated coins of Alexander I., King of Macedonia, whose 
reign extended to the year 454 3.c. The first Roman coin, 
made of brass, remounts to the reign of Servius Tullius. The 
Romans brought their coins to Britain, and from that time to 
this there has been a constant succession of coinage in the 
British isles, 

It has been asserted by constitutional writers, that the coining 
of money is asovereign privilege, that is, that the sovereign, as 
the arbiter of domestic commerce, has the sole right of issuing 
money as the medium of commerce. And this right isso far 
recognised by recent legislation in the United Kingdom, as em- 
bracing the right to determine the dimension of and design for 
any coin, as well as the dencmination of the coin to be coined, 
to regulate the amount of remedy, to determine the weight below 
which a coin is not to be current, to call in coins of any date or 
denomination, to direct what coin other than gold, silver, or 
bronze shall be current, to direct the circulation of foreign coins, 
and to regulate any matter relative to the coinage and the mint 
within the prerogative of the Crown. For my part, I cannot 
help thinking thatthe action of the State with respect to coinage 
is purely ministerial. It is not true, either in theory or in 
practice, that the State can act in any arbitrary manner with 
respect to coinage. Time was when the Sovereign claimed the 
right of attaching an arbitrary value to the coin, and of drawing 
a revenue from the excess between the real and the artificial 
value. France, Italy, Russia, and even England, all have sinned 








109 The Gilbart Lectures on Banking. 


more or Jess in this matter. But experience has shown that the 
Sovereign’s impress is not enough to confer to a coin a greater 
value than it is worth, and by common consent it would be 
deemed as simply fraudulent for any State to draw any revenue 
from such a source. Time was, too, when the Sovereign claimed 
the sole privilege of purchasing the precious metals, and even of 
farming the exchanges. But we know better respecting these 
things, and all that is required of the State now is, that it shall 
take such measures as will protect and facilitate the transactions 
of society. 

It is, however, probably a necessary sequel of this duty that 
the State should be called upon to do more with respect to 
coinage than what may seem desirable. In the case of weights 
and measures, the State has never gone further than providing 
exact standards, by which the weights and measures in use shall 
be verified and stamped. In the case of coinage, the State has 
taken the manufacture itself into its own hands. Up to 1851, 
the Master of the Mint was only a contractor, who dealt with 
a@ company of moneyers, whilst the Crown maintained its 
supervision over the coinage through a warden and a controller. 
In consequence, however, of a report of a Royal Commission on 
the constitution and establishment of the Mint, to the effect 
that measures should be taken for replacing the services of the 
contracting parties by those of competent officers acting wholly 
in the public interest, and unconditionally subject to the con- 
trolling authority of the head of the establishment, the contract 
with the moneyers was dissolved, and the operation of melting 
and coining was undertaken by the Government. Those who 
are jealous of the interference of the State, and who would 
narrow its province as much as possible to the maintenance of 
order and justice, will regard this as another instance of the 
present tendencies to a great enlargement of the functions of 
the Government. The State now really acts not only as a 
manufacturer, but as a great contractor. It coins money for the 
United Kingdom, for some colonies, and even for foreign 
States. It manufactures arms and ammunition. It builds war- 
ships, and repairs them. It undertakes the carriage of letters. 
It acts as an insurance company. It has established numerous 
savings banks. And some would gladly place all the railways 
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into its hands. There are operations, doubtless, which the 
State can perform probably better than a private individual, 
but most decidedly, it is private adventure alone that furnishes 
the best stimulus for improvement and economy; and it was 
probably with that view that Mr. Shiel, formerly Master of the 
Mint, recommended that the coinage should be carried on by 
public contract open to competition. I do not say, that the 
coinage could be made cheaper by any manufacturer, than by 
the Royal Mint, for really we cannot compare the relative cost- 
liness of government and private production, when no calculation 
can be made for the former of the cost of buildings, interest of 
capital, and other items which a private producer must take 
account of. Yet the fact that British manufacturers often take 
contracts for the supply of coin to foreign Governments, 
shows that private enterprise may even in this department 
of production prove more effective than State action. It 
has been suggested, that the Royal Mint should issue not 
only gold, silver, and bronze coin, but Mint note money, or 
that the whole currency of the country should be under its 
care ; and further that the Mint should be divided into three 
departments, one for coining, one for issuing Mint notes, and 
one as a drawing office for clearing house business. But I 
would rather prefer seeing the coinage of the realm placed 
under the supervision of the Bank of England, subject to the 
control of some Government officer, than to place the manage- 
ment of the currency in the hands of the State. 

It must be admitted, indeed, that the public is likely to have 
greater confidence in what is issued by the State than in what 
is issued by private manufacturers, having regard especially to 
the extensive system of adulterations now prevailing, yet some 
protection is necessary even as against the State, for what is there 
to prevent an unprincipled Chancellor of the Exchequer tamper- 
ing with the coin of the realm? At one time, the Master acted 
as acheck to the Moneyers’ Company, and the Controller acted 
as a check on the Master. But now that the Master of the 
Mint is the Chancellor of the Exchequer, and the Deputy- 
Master is only his agent, where is the protection? The main 
safeguards now are, first, the public watchfulness over the coin, 
which may be supposed to be ever on the alert, ever vigilant ; 
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second, the obligation of the Mint to adhere to certain standards 
of weight and fineness by Act of Parliament; and third, the 
trial of the Pyx by the Goldsmiths’ Company, the object of 
which is to satisfy the public that the coins issued from the 
Mint are accurate both in respect of weight and fineness. 

In one important respect the manufacture of gold coin in 
England is carried on on a principle widely different from every 
other manufacture. The gold coin, which is a manufactured 
article, is sold at precisely the same price as the raw material, 
the gold bullion, the cost being defrayed by the Government ; 
though the gain made in the manufacture of silver and copper 
coins goes far to counterbalance the loss in the manufacture of 
gold coin. In France and other countries, the cost of coining is 
charged on the coin. In England, any individual, on certain con- 
ditions, is entitled to have any amount of gold —not silver,as Mr. 
Tomline desired coined—without any charge whatever, though 
under the present regulations, whereby the Bank of England is 
the sole medium through whom the bullion is monetized, the 
charge is quite as large as in France, where a brassage is levied. 
True, it is the same, in one sense, whether the cost of coining is 
levied on the public by a charge on the coin itself, or by the 
burden of general taxation. But its effects are widely different 
when we consider the immense traffic in British and foreign 
coin with all the world. In the five years from 1868 to 1872 
there were imported into the United Kingdom £10,757,000 
worth of British gold and silver coin, and exported £27,833,000 ; 
showing an excess of exports of £17,076,000, consisting of coin 
made gratis at the British Mint. During the same period 
there were imported into this country £63,000,000 of foreign 
gold and silver coin, and exported £16,000,060, upon all of 
which a seignorage had been levied. What waste is there 
annually in the melting of so much coin, and what a want of 
reciprocity in the conditions of coinage. Would not a uniform 
coinage, with a similar arrangement respecting the seignorage, 
greatly economise the expense of coinage in all countries ? 

It would, indeed, be a decided boon, if we could, by some 
means or other, obtain an international coinage, for as it has 
been well said, different coins, as means of payment, are become 
an anachronism in an age when there exists no longer different 
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markets, but only integral subdivisions of one world-mart. 
And a very slight change would lead us to a great reform. The 
sovereign is the chief coin in the British system of coinage, 
and now contains 113001 grains of fine gold. The 25 frano 
piece contains 112°006 grains, the difference therefore between 
the two is only 0°995 grain. Let both nations agree to adopt 
the same gold coin of 112 grains exact, let France finally adopt 
gold as the sole standard of value, let a uniform system be 
agreed on as respects the seignorage, and let the coin have the 
same proportion of alloy, viz., one in 10, and the difficulty 
is at once greatly overcome. Not only indeed there will be 
the same coin worth 20s. both in France and England, but if 
the United States join also and alter the value of their dollar 
to that of 5 francs, we should have the dollar and the French 
5f. piece equal to 4 shillings ; a 25f. piece and a half eagle, equal 
to the British sovereign; and 4 dollars and four French df. 
pieces, equal to 16 shillings; 5 dollars being also equal to the 
British sovereign. But how can the British sovereign be altered 
in value even so slightly, without causing a complete dis- 
turbance? A very simple plan has been suggested. Though 
the ee | of manufacturing the sovereign is found to be between 
4 or 4d. according to the quantity coined, it has been ascertained 
that to maintain a full standard, the cost would be 1 percent. To 
charge this seignorage you may either raise the sovereign 1 per 
cent. more in value, in which case everyone owing money will 
have to pay 1 percent. more than he bargained for, or you 
may deduct it from the quantity of gold. Deduct it, and we 
have at once attained the chief condition of an international 
coinage. But will the sovereign of 112 grains of gold, plus the 
seignorage, be equal to a sovereign of 113 without seignorage ? 
The Royal Commissioners on International Coinage, to whom 
the question was submitted, held, that if the change was made, 
“compensation should be given to the holders of obligations 
expressed in terms of the existing currency, by the payment of a 
pound and two-pence in the new currency.” ‘The necessity of 
granting this compensation, which would disturb all ideas ex- 
pressed in the old currency, however, may be greatly doubted. It 
is quite certain that in this country, if aseignorage were levied, 
the coinage would increase the value of the metal in proportion - 
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to the extent of the charge for seignorage. Itis as certain also 
that the same would be the effect, in the case of all countries, 
entering into a convention for an international coinage. The 
difference will appear in the transactions with foreign countries, 
or with colonies, not embraced in the convention. But inter- 
national payments with those countries are not effected by 
currencies but by the delivery of so much gold either in bullion 
or in coin, for melting as merchandize, and therefore the basis 
in all such cases is not the current value of the sovereign in 
this or any country, but the intrinsic value of the number 
of grains of gold contained therein. The proposal has, however, 
been severely criticised on the ground that it would imply a 
degradation of the English standard, and that its effect would be 
a reduction in some proportion, though probably slight, of the 
purchasing power of gold everywhere. And no action was 
taken, yet the question is an important one, and it waits for a 
satisfactory solution at the hand of the great manufacturer of 
British coinage, the Chancellor of the Exchequer. 

In my opinion, the reduction of the quantity of gold in the British 
sovereign implies neither a degradation nor a breach of contract. 
The Chancellor of the Exchequer has a right to say: “ Hitherto 
I gave my labour gratis; henceforth I will charge for it.’’ 
But even should an extra regard for the scrupulous compliance 
with the public obligations contracted on the present basis of the 
sovereign suggest the necessity of compensation, let it by all 
means be given in the terms of the recommendation of the 
Royal Commission, and let not that difficulty stand in the way 
of an international coinage. But the alteration in the sovereign 
is only a step in the direction of an international and decimal 
coinage. It would be an advantage, doubtless, to have even one 
coin absolutely uniform in all countries if we can get no more, 
but unless the subordinate coins are also alike, the benefits will 
be exceedingly limited. The shilling will not exchange for the 
franc, the cent in the pound and mil scheme will not correspond 
with the centime in the franc, or the cent of the American 
dollar. A more complete reform would, I am certain, be the 
adoption of a 4 pounds, equal to a 100 france piece, as a unit of 
account, and the adoption of a new gold coin of 100 pence, 
equivalent to the 10 franc piece of France, divided into new 
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shillings of ten-pence each. This is the scheme which I trust 
will sooner or later prevail. On the advantages of decimaliza- 
tion it is scarcely needful to refer. A decimal system of coinage, 
as well of weights and measures, would lead to greater accuracy, 
would simplify accounts, would greatly diminish the labour of 
calculation, and by facilitating the comparison between the 
coinage of this country with the coinage of those that have 
adopted the decimal system, would lead to the convenience of 
all who are engaged in exchange operations, of travellers 
and others. An important benefit would be derived also from 
decimalization in several departments of the public service, and 
in every branch of industry from the economy of skilled labour 
that would result from the proposed change, at the same time, 
that the education of the people generally would be very much 
facilitated by the introduction into our schools of a system so 
directly calculated to render easy the acquirement of arithmetic. 
No doubt some inconvenience must attend every plan. Much 
has been made of the unquestioned facility in subdivisions 
afforded by breaking the unit into half, quarter, eighth, six- 
teenth, as compared with the decimal division which admits of 
fewer divisors, and of the difficulty of departing from old 
and established practice to which we always cling as long 
as possible. Whilst another practical difficulty would have to be 
encountered in any change of the coinage, a difficulty, however, 
which this country has often had to go through, and which this 
and every other country has also always surmounted, is—What 
is to be done with the existing coinage? From 1816, when the 
British sovereign was first issued, to 1872, a period of fifty-seven 
years, there have been coined in gold 195,000,000 sovereigns 
and 50,000,000 half-sovereigns, and in silver 2,300,000 crowns, 
39,000,000 half-crowns, 37,000,000 florins, 184,000,000 shil- 
lings, 123,000,000 sixpences, 20,000,000 groats, 32,000,000 
three-pences, besides a few two-pences, pennies, and three-half- 
pences, in silver, and in copper or bronze 210,000,000 pence, 
231,000,000 halfpence, 141,000,000 farthings, and 16,000,000 
half-farthings. The bronze currency might indeed be taken 
as part of the new currency, the penny in bronze being of 
exactly the same value as the ten centimes. But what is to be 
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done with the gold and silver coinage? It would certainly not 
do to maintain the old coins in circulation at a new valuation, 
and a recoinage will require time and expense. But ought any 
temporary difficulty of this nature to stand in the way of a per- 
manent and beneficial reform? The power of the Mint to issue 
new coins fast enough may be severely tasked, and it may be 
necessary to resort to the issue of Mint notes. These, however, 
are merely difficulties of administration easy enough to over- 
come. The chief point to be kept in view is—Are we sure that 
the intended change will prove really beneficial to commerce, and 
banking, to international intercourse, to education, aye, to the 
good of the human family? If it be so, as I am sure it will, it 
does not become England, the most advanced and civilized 
nation in the world, to be frightened at shadows, and to inter- 
cept the progress of a great and important measure of progress. 

I will yet venture one more observation, We have already 
seen, that since 1816, more than £200,000,000 of gold coins 
have been issued from the British Mint. Yet there is nothing 
like that sum in circulation in the United Kingdom at the 
present moment. £100,000,000 to £120,000,000 is all that is 
understood to be in existence, and it seems more than enough to 
balance all the multifarious transactions of commerce. Gold is 
too expensive an article to be used to any extent as a circulating 
medium, and everything is done to economise its use. Our 
transactions may be better adjusted by a common standard, re- 
liable alike for the quantity and fineness of the precious metal 
thereby represented, but it is by a well-organized system of 
credit alone that the great machinery of commerce is carried 
on. In Scotland and Ireland the £1 note is accepted quite 
as cheerfully as a sovereign. In other countries the paper 
currency absorbs almost entirely the place of the metallic, and 
I see no reason why the same should not obtain in England 
also. A pocket full of gold, silver, and copper, is a burdensome 
charge. Give me bank-notes if you please, and better still, a 
good balance at my banker’s. 
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ON THE CIRCULATION. 


I wave, more than once, in my several Lectures on Banking, 
referred to the function of money as “circulating medium,” 
but I have not yet touched upon the “ circulation” itself, 
either in its wider economic meaning as applied to the move- 
ment of products from the producer to the consumer, or in its 
narrower and more special meaning with reference to the cur- 
rency. In its ordinary meaning, circulation is motion in a 
circle—it is the course on which the motion tends to the point 
from which it began—it indicates also every movement of men 
and things. In anatomy and physiology, it is used to de- 
signate the course of the blood from the heart to the most 
minute bloodvessels, and from these back to the heart. In 
Banking, a piece of gold or a bank-note is in circulation, so 
long as it is in motion, circulating from hand to hand, till it 
returns to the issuer. We all know the value of an effective 
and free circulation, and how much by the facility and speed of 
communication we may increase the efficiency of capital. An 
able writer said,-—suppose a shilling be paid in the morning by 
a peasant to a milkwoman for the milk which she brought ; 
that the latter uses it for the purchase of a yard of linen ; that 
the linen merchant spends it in the purchase of meat ; that the 
butcher buys wine with the same shilling ; that the wine mer- 
chant spends it in bottles ; the bottle dealer in bread; and the 
baker in wood ; but that after having passed through so many 
hands, in a single day, the wood merchant keeps it the whole 
of the next for his future expenses. In that case the services ren- 
dered by the single shilling piece in one day, may be expressed 
as seven to one, while for every day that the same remains in- 
active, the public loses the advantage of the circulation to the 
same extent. And so it is as respects every object of value. 
The more work capital does, the more efficient it proves to be. 
It is notonly thatthe value becomesmore efficient in one placethan 
in another, but that in passing through many hands, and as- 
sisting in the performance of many operations, it is actually 
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the source of multiplied profits. The same tonnage of ships is 
now able to do two or three times the amount of work, and 
thereby to multiply the power of transport, by the greater 
speed of sailing and the facilities introduced in loading 
and discharging. It matters but little, indeed, whether the 
property in question be a ship, a piece of gold, or any mer- 
chandise. When we say that gold or notes is in circulation, we 
mean that it is in motion, in the hands of the public, accelerat- 
ing the multifarious transactions of society, and rendering enor- 
mous service to the entire community. 

The words “ Circulation ’’ and “ Currency ’’ are often used as 
synonyms and for the same purpose, and both are understood 
to mean money. The former is, however, more general. The 
latter more restrictive. By the laws of the currency is meant 
the laws which regulate the issue and circulation of bank-notes, 
and not of the precious metals. There is, by no means, a 
general accord on what should be understood as included in 
the circulation. There is no doubt as to the precious metals,— 
as to gold to any extent, and as to silver, in so far as it is legal 
tender. Nor can anything be said respecting bank-notes, 
although there is considerable difference between Bank of 
England notes, which are by special legislation declared legal 
tender, and notes of country, Scotch or Irish bankers, which 
are not legal tender. It is when wecome to Bills of Exchange, 
and other forms of credit, that exception must really be made, 
for a bill of exchange does not discharge a debt—it only trans- 
fers it; nor does the payment by bill release the party from 
liability, whilst the use of it, in payment, is always a matter of 
bargain. Bankers’ deposits, in many ways fulfil the function of 
money, in so far, especially, as they are used for the purpose of 
transferring debts, but bankers’ deposits are not payable 
on demand. It is not every instrument, or every form of credit, 
that possesses all the requisites of the circulation, or in other 
words, of money, viz., a universal demand, perfect transfera- 
bility, a fixed value, and a good standard. By general consent, 
bullion and notes are alone understood as included in the circu- 
lation. Nor are these two, but one, since both refer to the same 
standard, gold, the holder of notes having aright to receive gold on 
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demand. Legally, the circulation in England is strictly metal- 
lic. An able writer lamented this fact, and compared the 
monetary system of this country to the figure of an in- 
verted cone standing on its apex, or still better to a top; kept 
in constant motion by the power of confidence, oscillating as 
credit fluctuates; the nation flourishing, when spinning round 
with great velocity. It seems indeed strange that all the 
enormous operations of the home and foreign trade, of banking 
and finance, and all the transactions in bills and cheques should 
be referable to, and dependant upon the comparatively small 
amount of bullion in the vaults of the Bank of England. 
Yet soit is. It cannot be helped. If we are to have a concrete, 
and not an ideal standard, the whole circulation must rest upon 
a substratum of real gold. 

What amount of money may be required to conduct the 
business of the country, to facilitate the transactions of society, 
it is difficult to estimate, for whilst, on the one hand, it ought 
to increase in proportion as the population, wealth, and com- 
merce of the country increase, on the other, it is regulated by 
the services it has to perform, the number of times commodities 
are bought and sold for money, and the devices used for econo- 
mizing its employment. In 1855, the total value of the im- 
ports and exports of the United Kingdom amounted to 
£260,000,000, in 1873 to £682,000,000; showing an increase 
of 162 per cent. From 1844, when the Bank Charter Act 
passed, to this day, the population of the United Kingdom has 
increased full five millions, from £28,000,000 to £35,000,000. 
The annual value of property and profits assessed to income- 
tax, which in 1843 amounted to £251,000,000, increased in 
1872 to £482,000,000. And the number of railway passengers, 
which in 1843 was only 23,000,000, increased in 1873 to 
456,000,000. Should we not expect that with all this increase 
of traffic, wealth, and locomotion, with all this bustle and 
motion, the amount of Circulation should likewise have increased 
enormously ? But it is not the fact. If we take the Circulation 
of Bank of England notes, and, indeed, the Circulation of notes 
of all the banks, we find that whilst in 1844 they amounted to 
£37,000,000, in 1872 they reached £44,000,000; showing an 
increase of only 18 per cent. Of notes of certain amounts the 
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circulation is even less now than it was thirty years ago. And 
why? Partly because the notes perform double or treble service 
more now than they used todo. They circulate more rapidly 
than before. But still more in consequence of the concomitant 
operation of a large increase in the production of gold, 
extension of payment by cheques, the operation of the Clear- 
ing House, and the adoption of other banking facilities, 
which produced considerable economy in the circulation. The 
principle that the amount of the circulation should expand 
in proportion to the increase of commerce.can no longer be 
admitted in the face of the experience of the last thirty 
years. 

The wonderful increase in the production of gold is one of 
the most startling facts in this last quarter of the century, and 
it is worth pondering upon it for a little. There is such a 
thing in fact as the history of the precious metals, and it may be 
divided under three distinct epochs. The first, from the earliest 
times tothe discovery of the American mines in the 16th 
century ; the second, from that discovery to the finding of gold 
in California and Australia in 1848; and the third, from that 
period to the present time. Of the quantity of gold and silver 
in existence, or circulation, at the first epoch we have but 
slender information. The sacred writings tell us, that Solomon 
was immensely rich, that silver was abundant in Jerusalem, 
and that in one year he received from Hiram 300 talents of 
gold, equal to £1,800,000. It is known, that in Assyria there 
were large masses of gold, and that Darius received in tribute 
from Persia as much as £3,250,000. In Greece, the wealth of 
Croesus was estimated at £3,000,000, and that of Pytheus at as 
large a sum. At Rome, Tiberius, it is said, left a legacy of 
£22,000,000, and Augustus obtained by testamentary dispositions 
as much as £32,000,000. But these instances of large wealth 
give us no certain clue for ascertaining the quantity of precious 
metals in existence in the ancient world, nor do they show how 
far gold and silver were used as money. Nor can we say with 
any precision whereabout the precious metals found any 
permanent rest. Gold and silver mines were in operation in 
Persia, on the shores of the Indus, in South Africa, in Etruria, 
Hungary, Spain, and the Islands in the Mediterranean, but 
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the coveted treasure did not remain where it was discovered, but 
found its way often by conquests, and often by fraud, into the 
hands of the strongest and most adventurous. Commerce 
especially, contributed largely towards the diffusion of the pre- 
cious metals among the masses of the people, and to the adoption 
of them as circulating medium. Yet other circumstances operated 
in the same direction. The Jews amassed great wealth in 
Egypt, and brought it with them to Judea. The Pheenivians 
traded with the Jews, and they carried it into Greece. 
Darius, after the invasion of Jerusalem, took great spoils to 
Persia; and when Persia was in turn invaded, the same was 
carried to Rome, Rome becoming eventually the centre whence 
the precious metals were distributed all over the world. 

In any case, the consumption of the precious metals increased 
rapidly. It was easy to preserve gold, when it was poured into 
earthen vessels, and kept in a solid mass; but when it began to 
be divided into small coins, and put into circulation, the wear and 
tear became enormous, the loss by friction and abrasion was 
greater, and besidesa considerable amount wasexpended in golden 
utensils and ornaments, in clothing and carriages. Great 
indeed must the consumption and waste of gold have been when 
it is estimated, that out of £350,000,000 supposed to have been in 
existence at the commencement of the Christian era, only 
£34,000,000 remained at the time of the discovery of the 
American mines. Considerable additions to the stock of the 
precious metals were then made by the working of the Mexican, 
Chilian, and Peruvian mines. It has been calculated, that 
taking into account the gold found by the Spaniards among the 
natives in America, and brought to Europe in the first instance, 
the gold and silver raised from the American mines between 
1492 and 1803, less the quantity of both metals supposed to be 
remaining in America in 1803, and the quantity supposed to 
have been sent elsewhere than to Europe, a total of 
£1,200,000,000 was received from America into Europe up to 
1803. After that, came more discoveries in other parts in 
North and South America, and again other £360,000,000 were 
estimated to have comeinto Europe from the same quarter up 
to 1848, making a total of £1,800,000,000. Yet, with all these 
immense additions, no more than £560,000,000 was supposed to 
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exist in Europe and America, when California and Australia 
were started as fresh sources of supply. But from that time, what 
extraordinary increase! It is only twenty-five years, or there- 
about, since they began to pour into the world their untold 
wealth, and already £500,000,000 more have been added to the 
general stock of gold, and it is still going on at the rate of 
£10,000,000 to £13,000,000 a year. 

What has been the effect of this enormous increase of the 
stock of the precious metals on the value of other articles 
is yet a subject of some controversy. Some think that the 
value of gold has been depreciated thereby, or that the rise 
in prices, rents and wages experienced of late years, is the 
direct consequence of the decreased value of gold. Others 
think that the influence of the gold discoveries has been 
but slender. At the first, indeed, the immense increase 
created a perfect alarm in the financial circles of Europe. 
Frightened, and not without reason, at the possible con- 
sequences, some countries once too anxious to attract and 
retain gold in circulation, even at great sacrifice, now showed a 
feverish anxiety to banish it altogether. In July, 1850, Holland 
demonetised the gold tenflorin piece. Portugal prohibited any 
gold from having a current value except English sovereigns. 
Belgium demonetised its gold circulation. Prussia prohibited 
the exports of silver ; and France, alarmed but less hasty, issued 
a commission to inquire into the question. Even the relation 
between gold and silver seemed in process of undergoing some 
alteration. Whilst for years past, gold was always at a small 
premium, now for the first time silver acquired the ascendency. 
But England did not move. The rate of interest, it is true, fell 
to the lowest possible limits, and speculation was rife, but no 
legislative step was taken. And it was just as well, for the 
plethora of gold did not last very long. The Russian war, the 
American crisis, the Indian mutinies, the Chinese war, the war 
in Italy, which succeeded each other with singular rapidity, 
soon obliged every State to come to the market for new loans. 
Money was wanted to be sent to India for railway purposes, and 
other public works, There seemed no end to the demand for 
gold, and the great surplus stock vanished. The Bank raised 
the rate of interest higher than ever, and for along time we 
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heard no more of gold being too abundant, or of its losing its 
ancient supremacy. On the contrary, everywhere almost, the 
silver standard has since been replaced by gold, and silver 
has gone back in value instead of increasing high, as was once 
expected. It is an extraordinary fact, that although from 1848 
to 1873, England coined not less than £142,000,000 of gold 
coin, France £260,000,000, the United States £190,000,000, 
Sydney £30,000,000, and Germany some £30,000,000, in all 
£652,000,000, even allowing that a considerable portion would 
be recoinage, yet we see no surplus, no excess, and it is very 
doubtful how far it has had any effect on the value of other 
things. 

Nor is this all, for at this moment, notwithstanding the 
immense increase ef gold, there is actually a larger amount of 
paper currency than existed at any previous time. France, 
which previously and for years after the discoveries of the new 
mines, abounded in gold and silver, has, as yet, an inconvertible 
currency. The United States of America, though the dispenser of 
Californian gold to all the world, has for many years lost sight of 
its gold, and is only now preparing for the restoration of cash 
payments a few years hence. Italy and Spain have scarcely any 
gold or silver in circulation. Paper is all you see there. Russia 
has not enjoyed the sight of a shining gold piece for many a 
day. In truth, instead of being inundated with gold, many 
nations have been left to mourn over its entire disappearance. 
Of course, we must not suppose that the whole of the large stock 
of gold get of recent years is really in circulation. The gold 
and silver hoarded and concealed are certainly not in circulation. 
What becomes of all the precious metals which is year by year 
sent to India? £80,000,000 was estimated by the Economist 
to have been absorbed there from 1848 to 1871. That is for 
all practical purposes lost to the commerce of the world. A large 
consumption of gold is going on in the arts, supposed to amount 
to £2,000,000 a year, and that gives other £50,000,000. And 
who can tell what amount is kept back by the masses of the 
people in small quantities? With all the extension of banking, 
there must be yet an immense amount of the precious metals 
scattered in all the corners of the earth left idle and fruitless. All 
that is certainly not in circulation. 
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The same may be said as regards the issue of notes. The 
fact that they are issued does not imply that they are 
in circulation. The issue department of the Bank of England 
issues, say £30,000,000 of notes; £15,000,000 of which 
on Government securities, and the remainder on bullion. But 
of the latter portion a certain amount goes into circulation, 
and the remainder is kept in reserve in the banking department. 
Should the reserve be included in the notes in circulation, while 
still under the control of the same Directors? Lord Overstone 
held that the term “ circulation’ comprises not only the notes and 
coin in the hands of the public, but the precious metals and notes 
in the banking department. In his opinion they form a most 
important and vital part of the money of the country, because 
the Bank of England itself is a most important portion of 
the public. Mr. Thomas Tooke, on the other hand, stated, that 
in all the pamphlets, in all the evidence, and in all the speeches 
in which the question of banking has been discussed, the circula- 
tion has always been confined to the notes that were in the hands 
of the public. The Bank Act of 1845 defined the notes “ in circula- 
tion as comprising all notes out of the hand of any banker, or any 
servant or agent of such banker, from the time they shall have 
been issued, until the time the same shall have been actually 
returned to such banker, or some servant or agent of the same.’’ 
Can we say that notes passing only from one department of the 
Bank to another, are notes out of the hands of the Bank? In 
effect, the notes issued are partly active, working, circulating, 
and partly dormant, idle, resting. The portion which is passing 
from hand to hand is the active or the circulation. The por- 
tion which is hoarded or kept in reserve is for the time dead, 
and not fulfilling the purposes of the circulation. Mr. New- 
march well said : “The only thing I understand as circulation 
is either notes of the Bank of England, or notes of private or 
joint-stock banks, circulating outside the walls of the establish- 
ment from which they proceed. That which is not circulating 
constitutes a reserve, not circulation.” 

Within the last thirty years there has been a greater increase 
in the precious metals than in the amount of bank-notes in cir- 
culation in the United Kingdom. Whilst in 1844 to £37,000,000 
Bank of England notes in circulation, the Bank had £7,000,000 
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of bullion or coin, or a proportion of 20 per cent. ; in 1873 to 
£44,000,000 notes the Bank had £16,000,000 bullion or coin, 
or a proportion of 36 per cent. In so far, therefore, as the 
circulation of the United Kingdom consists of coins and 
notes, it was more metallic in 1873 than in 1844, and the 
intentions of the Bank Act in that respect have been so 
far furthered, if not fully attained. Coin and notes, however, 
do no longer fill the important place which they once held 
in the great machinery of banking, commerce, and finance. 
Were we depending upon them now to the same extent as 
before, it would be impossible to carry on the business 
of the country. Compare the note circulation with the trade of 
the empire. In 1844 the note circulation was in proportion of 
25 per cent. of the value of imports and exports, in 1872 it was 
in the proportion of only 7 per cent. The reason is, that most 
transactions are now settled by cheques, and not by notes. Whilst 
in 1844, the sum passing through the clearing houses represent- 
ing the cheque circulation could not amount to forty times the 
amount of the note circulation, in 1872 it amounted to one 
hundred and thirty times. 

Much confusion and error still prevail regarding the circula- 
tion. Some argue that it is the right ofa constitutional State to 
supply the medium of exchange, and they advocate the founda- 
tion of a national establishment of issue. But I contend, that 
it is neither the duty nor the right of the State to provide the 
currency. The sovereign may constitute himself the arbiter or 
conservator of the currency, but he is not the provider of it. 
Others are of opinion that since the issue of a paper currency 
belongs to the State, any profit arising from the same should of 
right belong to the State. But I doubt the fact of the State’s 
right to the management of the currency. Some financiers have 
held that there may be in the hands of the public a greater 
or less amount of the circulating medium than is properly 
required for the transactions of the current business of the com- 
munity, and that when it is greater, it tends, by the excess, to 
make the use of the circulating medium too cheap. Others have 
held, and I think with greater reason, that no greater amount 
of circulating medium, whether in gold or notes, can ever be in 
actual use, or therefore in circulation, than is required by the 
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current transactions of the community, for that so much of it as 
there is no present use for goes either into hoards or into 
bankers’ deposits. That if hoarded, it ceases to have any effect 
as circulating medium ; and that if deposited with bankers, it can 
only pass again into use at interest, which interest will only be 
paid by those who have a profitable use for it. The currency 
has been for the last thirty years a favourite subject of specula- 
tion, and to the ill-management of it has been ascribed nearly 
all the evils which have fallen on the unhappy traders. We 
should in trath dread the appointment of another Royal Com- 
mission on the currency, lest it should again re-open many 
questions which have been so long agitated, and with so little 
profit. 

There has all along been a disposition to attach far too great 
importance to the influence exercised by the circulation in the 
ordinary transactions of life. Mr. John Stuart Mill well said : 
“There cannot be intrinsically a more insignificant thing in the 
economy of society than money, except in the character of a 
contrivance for sparing time and labour. It is a machine for 
doing quickly and commodiously what would be done less quickly 
and commodiously without it, and like many other kinds of 
machinery, it only exerts a distinct and independent influence 
of its own when it gets out of order.’? It has also been often 
said that the prices of produce have risen or fallen in pro- 
portion as the circulation has been more or less abundant. But 
Mr. Thomas Tooke, who in his celebrated History of Prices care- 
fully investigated the question how far the prices of certain 
articles were affected by the want or excess of the currency, 
came to the conclusion, that the circulation never had an appre- 
ciable or permanent,influence on prices. “ There is not, so far 
as I have been able to discover, any single commodity in the 
whole range of articles embraced in the most extensive list of 
prices, the variations of which do not admit of being distinctly 
accounted for by circumstances peculiar to it, in the relation 
of supply, actual or contingent, real or apprehended, to the 
ordinary rate of consumption, without supposing any influence 
from the Bank restriction, beyond the degree in which the 
difference of exchange, which could not have existed but for 
the restriction, may be considered to have operated distinctly 
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on the cost of production.” And, again, “The whole tenor 
of the facts and reasonings adduced has been to establish the 
conclusion, that the great alteration of prices originated and 
mainly proceeded from alterations in circumstances distinctly 
affecting the commodities, and not in the quantity of money 
in relation to its functions, or in comparison of what, upon fair 
ground of presumption, it might be supposed that it would have 
been, if there had been no restriction, but at the same time no 
pressure in the exchange, by extraordinary foreign payments. 
The influence of money on prices is quite unimportant. Fluctua- 
tions in the amount of currency are seldom, if ever, the original 
and exciting causes of fluctuations in prices and in the state of 
trade. The buoyant and sanguine character of the human 
mind, miscalculations as to the relative extent of supply and 
demand, fluctuations of the seasons, change of taste and fashion, 
legislative enactments and political events, excitement or 
depression in the condition of other countries connected with 
us by active trading intercourse, an endless variety of casual- 
ties acting upon those sympathies by which masses of men are 
often urged into a state of excitement or depression, these all, 
or some of them, are generally the original exciting causes of 
the variations in the state of trade. The management of the 
currency is a subordinate agent, it seldom originates, but it 
may and often does exert a considerable influence in restraining 
and augmenting the violence of commercial oscillations.” 

The principal defect of the existing monetary laws is that 
they profess to establish a system regulating the amount of the 
circulation to operate under all circumstances, and over the whole 
country, when we know that its action must differ in different 
places and at different times. There are exigencies of an 
extraordinary character, arising either periodically, or at distant 
intervals, which exercise a powerful influence on the circulation. 
In England the quarterly payments of the salaries of Govern- 
ment officers, and the payment of the interest of the National 
Debt, cause a periodical drain of notesin January, April, July, 
and October of every year. In Scotland, in the same manner, 
the half-yearly payment of rent of houses and farms, of mort- 
gages and servants’ wages, annually falling due in May and 
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November, always necessitates an extra issue of notes. In 
Ireland, the circulation is largest soon after the harvest, and 
diminishes towards the end of the year. At times of 
unusual activity in trade, and especially in times of panic, 
the circulation is certain to be larger than at times of 
stagnation, and want of confidence. And it may be well 
imagined that a difference would exist between a bank in 
the City of London with a strictly mercantile connection, 
and a bank in the West-end with a connection of peers 
and peeresses. The efficiency of the circulation at different 
times and in different places is certainly an important element 
in relation to the amount. The Committee of the House of 
Lords on commercial distress came to a just and sound cenciu- 
sion when they reported “that such efficiency cannot be esti- 
mated merely by its numerical amount, however that numerical 
amount may constitute one of the elements from which its 
efficiency is to be inferred. The effective currency of the 
country depends on the quickness of circulation, and the number 
of exchanges performed in a given time, as well as upon its 
numerical amount; and all the circumstances which have a 
tendency to quicken or to retard the rate of circulation render 
the same amount of currency more or less adequate to the wants 
of trade. A much smaller amount is required in a high state 
of public credit than when alarms make individuals call in their 
advances, and provide against accidents by hoarding ; and in a 
period of commercial security and private confidence, than when 
mutual distrust discourages pecuniary arrangements for any 
distant time. To provide for such times of distrust seems to 
have become a necessity, seeing that three times already had 
the Government to come forward with a view of restoring con- 
fidence to allow some departure from the strict injunctions of 
the Bank Act ; and whether the Act should be allowed to work 
its own cure, or a discretionary power should be vested in the 
Bank directors, to be acted upon according to the state of the 
foreign exchanges and the home demand, has never yet been 
settled.” 

In consequence of the immense accession to the gold 
circulation, the question of allowing the circulation in 
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England of one pound and two pound notes, as in 
Scotland and Ireland, has lost much of its power, though the 
dependence of the Bank of England on the amount of bullion 
now is as great as ever. That the issue of one pound notes 
would displace from circulation, and thereby tend to economise a 
considerable number of sovereigns, there is no manner of doubt, 
though to what extent it is not safe to estimate. The objection 
to the circulation of one pound notes is, I imagine, more of 
sentiment than of reasoning, for it is difficult to conceive any 
real objection so long as their convertibility is secured in the 
same manner as that of notes of five pounds and upwards. As 
for the danger of forgery, I think it is greatly exaggerated. 
In Scotland, upwards of 65 per cent. of the circulation consists 
of notes under £5, in Ireland, as much as 45 percent. And 
in both countries their popularity is undoubted. 

The subject before us is an interesting one, and should be 
studied in relation both to the rights and duties of bankers, and 
to the importantand difficult questions connected with commerce, 
especially in times of disasters and panics. Enough, if I have 
aided you, however imperfectly, in appreciating the working and 
efficiency of the circulation ; the exact limits within which the 
term should be applied, the place which gold still occupies in 
the circulation of the United Kingdom, the effects of the 
augmentation of the stock of gold since the late discoveries in 
California and Australia, the changes which have taken place 
in the circulation, consequent on the extension of banking 
facilities, the conflicting views still held regarding the right of 
issue, the supposed influence exercised by the circulation on 
prices, and the difficulty of establishiug a uniform law for its 
regulation, when the amount required is so affected by home 
and foreign drains, and is otherwise so different at different 
times and places. I shall be glad if the suggestive topics thus 
presented to you should quicken your desire to study them 
more profoundly, with a view of forming for yourselves an 
intelligent and wise opinion on their merits and bearings. Take 
you a firm grasp of the leading principles, and strive to apply 
them to the varied and manifold exigencies of banking and 
commerce, 
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ON THE FOREIGN EXCHANGES. 

I wave to ask your attention this evening to a somewhat 
difficult and intricate question, one, the unravelling of which 
has often taxed the ingenuity of some of the most distinguished 
economists. To many, indeed, the first lines of the City article 
of a daily newspaper seems nothing more than a succession of 
perplexing riddles. What is the meaning of such expressions 
as— The quotation of gold at Paris is 2 per mille premium, 
and the short exchange on London is franes 25°25 per £1. On 
comparing the English Mint prices of 77s. 103d. per oz. for 
standard gold, it appears that gold is about one-tenth per cent. 
dearer in London than in Paris.” Or, “ By advices from 
Hamburg, the price of gold is 428 per mark, and the short 
exchange on London is 13°53 per £. Standard gold at the 
English Mint price is therefore about four-tenths per cent. 
dearer in Hamburg than in London.” To the uninitiated such 
formule as these appear quite mysterious, but the whole subject 
of exchanges has always borne that character, so much so, that 
Condillac said, “ Bankers have persuaded us that banking is a 
very difficult thing, because it is in effect difficult to understand 
their jargon. In commercial places the greatest merit that a 
merchant can have is, that he understands the exchanges.” I 
assure you, however, that it is not simply the mode in which 
the facts are stated; but the complexity of the facts themselves 
that render their comprehension difficult. And I would 
re-echo the advice of Mr. Mun to his son, “ That he ought to 
understand, and be a diligent observer of the rates of 
exchange by bills from one state to another, whereby he may 
the better direct its affairs, and remit over, and receive home 
his moneys to the most advantage possible.” 

The negotiation of Foreign Bills of Exchange in the London 
market constitutes a branch of trade of considerable importance. 
Taking together the bills drawn in England on foreign 
countries, those drawn in foreign countries upon other foreign 
countries negotiated in London, and those drawn in foreign 
countries upon England, it has been estimated that the amount 
of foreign bills, constantly in circulation in this country, cannot 
be less than £90,000,000; whilst the total amount of bills which 
are negotiated during the year has been put down at six hundred 
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millions. The bills themselves are of every description and 
hue, in dates and currencies, in form and language, in conditions 
and values. And when you run over the course of exchange 
given on any day in the newspapers, and observe the quotations 
for bills on Amsterdam and Antwerp, on Hamburg and Leipsig, 
on Paris and Frankfort, on Vienna and St. Petersburg, on 
Genoa and Barcelona, on Lisbon and Calcutta, you feel that you 
need a pretty good stock of information regarding the monetary 
standards and state of currencies of such countries, as well as a 
good notion of the state of commercial and monetary relations 
between England and each of them, before you can account for 
any one of the figures therein attached. What is it that such 
figures express? What is it that regulates the value of a bill 
on any one of such places? What is the meaning of the word 
“par of exchange? What is a favourable, and what an unfa- 
vourable exchange? What is the direct and what the arbitrated 
exchange ? 

Before we attempt to answer such questions, however, whence 
is it, may we ask, that bills are drawn from one country on 
another? It is to effect the payment of debts to and from the 
different countries. There is an enormous amount of transac- 
tions constantly carried on all over the world. In the year 
1873, England imported goods of the value of £371,000,000, 
and she exported £311,000,000 worth of goods. The trade 
between France, Germany, the United States, and other 
countries is equally large, and for all these shipments bills are 
constantly drawn to and from all parts of the earth. Loans 
are, moreover, contracted, for which large payments are to be 
made, and for which coupons are remitted for the collection of 
interest and sinking fund. In the year ended 5th April, 1878, 
as much as £9,000,000 annual income was charged to property 
tax in the United Kingdom for dividends on Egyptian, 
Russian, Turkey, Spanish, Peruvian, Brazilian, Portuguese, 
and other foreign stocks. Letters of credit are issued from 
one country on another for considerable sums. And a large 
business is done in delegations of Paris bankers on London, 
and London bankers on Paris. In short, a great multitude 
of international transactions occur every day of the year, which 
occasion an enormous business of banking and bills with every 
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nation of the earth. Now, it is easy to imagine that the debts 
thus created, and which become mutually due by and to certain 
countries may some time be equal in amount, but more frequently 
there is a balance to be settled, and it is according as the pay- 
inent of this balance becomes more or less onerous that the 
exchanges are said to be in favour or against the indebted 
country. 

We see, then, that the general amount of international 
transactions resolves itself into a multitude of debts, due by 
merchants, bankers, and other individuals in one country, to 
merchants, bankers, and other individuals in other countries. 
This may be easily exemplified in the case of imports and ex- 
ports. Suppose A of New York sends a cargo of Indian corn 
- to B of Liverpool,—for the produce of the sale of this corn, B 
will owe the amount to A of New York. Suppose, at the same 
time, C of New York orders 200 tons of iron from D of Liver- 
pool, a remittance will have to be made to this country for the 
value of the same, and to pay the same gold will have to be 
sent to and from Liverpool and New York, an expensive and 
inconvenient method which would increase the cost of the 
transaction. This, however, is avoided by the intervention of 
bills. Instead of sending cash to and from, a bill settles it all. 
D, of Liverpool, draws a bill on C, on New York, for the iron. 
He endorses it, and puts it on sale at the London Exchange. 
B, the consignee of the Indian corn, buys it through a bill 
broker, and remits it to A, in New York, in settlement of his 
account. And thus, whilst D is paid by B, in Liverpool, A 
is paid by C, in New York, the debts being settled on both sides 
by a bill, which occasions but a trifling expense of commission, 
postage stamp, &c., far less in amount than the cost of transport 
of specie, and attended by scarcely any of the risk and 
trouble occasioned by the movement of bullion. What occurs 
in any individual instances is just what takes place in the 
aggregate amount of international transactions. As long as the 
amount of goods exported to, is the same as that imported from, 
any two or more countries, or as long as the amount of debts, 
from any cause whatsoever, due by the individuals of one 
country is the same as the amount of debts due to the indi- 
viduals of the other, so long the amount of bills on either 














On the Foreign Exchanges. 123 


side will be alike, and in that case, the price at which such 
bills will sell at the respective places or countries, will cor- 
respond to the value of their respective currencies, or in other 
words, the exchange will be “ at par.”’ 

But what is the meaning of this word “at par”? By 
the “par of exchange” between any two countries is 
meant that sum of the currency of either of the two, 
which in point of intrinsic value, is precisely equal to a 
given sum of the currency of the other, that is, contains 
precisely an equal weight of gold or silver of the same 
fineness. The exchange is “at par,” said Mr. Nicholson, 
when the currencies of any two countries are in strict 
relation to the weight of gold or silver of the same fineness, 
deduction being made of the cost of carriage, insurance, and 
commission. It is “at par’ when we can reduce, by means 
of bills of exchange, a specific amount of gold bullion in one 
country into the same value of gold bullion in another. Thus, 
suppose I possess one pound weight of pure gold in this country, 
and wish to convert it into one pound of standard gold in Paris, 
what must I do? I must first reduce the pound of gold into 
our currency at the rate of £3. 17s. 104d. per ounce, buy with 
the proceeds a bill on Paris at the current exchange, send that 
bill to Paris, and order it to be converted into pure gold, and 
if the pure gold obtained there is equal in amount, expenses 
of commission being deducted, to the original pound weight I had 
here, then the exchange will be at its real par. When both 
countries have an equal standard, say gold or silver, calculations 
like these may be reduced to a nicety of precision ; but when 
one country has gold, and another has silver, then an additional 
difficulty intervenes in ascertaining the exchangeable value of 
the precious metals between any two countries. 

A perfect balance of trade, however, and far less a balance of 
indebtedness, seldom exists between any two countries, the more 
especially since a balance of payments may proceed either from 
an excess of imports or exports, or from any other cause creating 
debts in one country in favour of the other. Look at the tables 
of the trade of the United Kingdom. In 1873, the imports 
amounted to £371,000,000, and the exports to £311,000,000 ; 
showing an apparent balance against the country of £60,000,000, 
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and so it has been for years past. Do you think that the ex- 
changes are uniformly against us on that account, or that gold 
must in consequence be continually flowing out? Far from it. 
The exchanges are not uniformly against England, nor are the 
exports of bullion at any time in excess of the imports. In truth, 
no such payment is due, and the imports and exports do not 
show, in any reliable manner, the state of international indebted- 
ness. Neither would it follow, even if there were no other 
transactions to neutralize their results, that the balance must 
needs be paid in a direct manner or by gold, for often the amount 
of indebtedness due by or to any country is influenced by the 
trading or monetary operations of the same with a third or 
fourth country, so complicated are the relations of trade. In 
1873 our imports from India and China, including Hong Kong, 
amounted to £43,000,000, and the amount of our exports 
thither to £31,000,000 ; leaving £12,000,000 against us. But 
considerable quantities of opium are exported from India to 
China on British account, and great part of the debts of India 
to America is settled by American drafts on England. There are 
many ways of settling debts between countries. A foreign 
expenditure may be met by the decreased imports of foreign com- 
modities, by an increase in the exports of British commodities, 
by action upon the credits that exist throughout the world, or by 
the export of securities or bullion. Sometimes the balance of trade 
may be in our favour, and yet the exchanges may be against us, 
in consequence of an excess of payments to be made, say for 
war expenditure, or other causes. Sometimes the balance of trade 
may be against us, and yet the balance may be in our favour, 
in consequence of payments due to us as interest of loans or 
profits of investments or otherwise. It is, however, in the nature 
of an adverse exchange arising from a balance of trade, or of 
payments, to be productive of circumstances having in themselves 
a corrective influence. As soon, for example, as the low rate of 
exchange causes the transmission of bullion to foreign countries, 
the Bank feels the effect of it in a drain from its coffers, and 
for its own safety it is compelled to restrict the accommoda- 
tion, by raising the rate of interest so as to contract the 
circulation of notes. By this action of the Bank speculation 
is arrested. The demand for home produce and manufacture 











On the Foreign Exchanges. 125 


lessens, and the prices of these become sufficiently low to tempt 
foreign buyers to come to the market. Orders come then 
more plentifully, and by the concurrent action of a diminution 
of liabilities, and an increase of resources, there results a 
gradual equation of payments. So long as the debts due by 
England to foreign countries are greater in amount than the 
amount of debts due by other countries to England, so long 
the demand for bills will be greater than the supply. The par 
of exchange between France and England is, as we have seen, 
25°224. Let more persons have to make payments in France 
than there are bills on the market, and to get them they will 
have to content themselves to receive for them less than their 
par value, say 25°10 for every pound sterling. If, on the con- 
trary, there are more persons entitled to receive money in France 
than there are payments to be made, those having bills will have 
to give more francs to the pound than they would have done 
under ordinary circumstances. In the one case, the exchanges will 
be against us ; in the other they will bein our favour. 

Hitherto we have examined the consequences of a balance 
of trade or of payments on the par of exchange. Another 
important cause of derangement is any change taking place 
in the currency of one of any two countries, whether that 
change should consist in the wear or debasement of a 
metallic currency or in an excess of paper currency not 
convertible into specie. Whenever a fall takes place in the 
intrinsic value of a given portion of one currency, that 
portion is no longer equal to the same proportion as before 
of the currency of the other country. Let it be remembered 
that the par of exchange is arrived at by the most exact 
calculation of the weight and fineness of the metal. A kilogram 
of gold made into 3,100 franes 9°10 fine, equal to 82°150725 oz. 
troy gives at 77s. 104d. per oz. £122°911 equal to fr.25°2215 
per pound sterling. Let the slightest variation be introduced 
in the weight or in the fineness of either currency, the franc or 
the pound, and the par will at once be altered In this country 
there has been no change in the currency for these many years, 
not at least since 1717. A short time ago the proposal was dis- 
cussed of putting in circulation all over the world an interna- 


tional gold coin of the precise value of 52 francs, and it was 
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suggested that to accommodate the British coinage to the new 
currency, the quantity of gold in the pound sterling might be 
reduced to the extent of less than a grain. But the proposal 
was not accepted, because by no subterfuge whatever could the 
effect thereby caused on the exchanges be avoided. Such notions 
of careful adherence to the standards were by no means enter- 
tained in days gone by, when the sovereigns of England, like the 
sovereigns of other countries, freely tampered with the pound 
sterling. But whether such notions were entertained or not, 
the effect on the exchanges were just the same. In 1803, the 
exchanges between England and Ireland excited considerable 
alarm. The par of exchange used to be calculated at 8--100 
pounds English being equal to £108. 6s. 8d. Irish. But from 
1797 to 1804 the exchanges were seen to decline steadily until 
they reached the extraordinary depression of £18. What could 
be the reason? Under the circumstances, a committee of the 
House of Commons was appointed to inquire into the subject, 
and they found that the fall was owing to the considerable debase- 
ment of the Irish metallic currency. The base currency took 
about 126/ to the pound, whereas the new, from the Mint, it con- 
tained 62/. Besides this, there were silver notes in circulation 
issued by all sorts of traders for 3/9 and 6/. And to put it 
beyond doubt that the disorder in the exchanges proceeded from 
the state of the silver currency, it was shown that in the north 
of Ircland, where all bills were payable in gold, a contrary state 
of things prevailed. While the exchange on Dublin was quoted 
at 16 or 7% below par, the exchange on Belfast was 7 or 8 per 
cent. or 4 above par. Nor docs it make any difference in so 
far as the foreign exchanges are concerned, whether the stan- 
dard coin is originally made lighter and less valuable, or whether 
it becomes so in process of time by wear and tear. The practice 
as regards the pound sterling is that the Bank of England gra- 
dually withdraws from circulation all light sovereigns, and, 
certainly, care should be taken that as soon as a sovereign 
ceases to be equal to the legal weight it should also cease to 
circulate. Most States now know full well the uselessness and 
folly of attempting to pass any coin for any value in excess of 
its intrinsic worth. A despotic government may not have much 
trouble in forcing the circulation of a debased coin upon its sub- 
jects. But foreign countries will act independently in this 
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matter, and will not allow their debts to be paid in such debased 
currency. 

Far worse, however, than a debased coinage is to have no 
coinage at all. Tosee in all its force the operation of an 
erroneous monetary standard on the foreign exchanges we 
must notice the cases where a forced paper currency, not con- 
vertible into specie, has been put into circulation. When the 
direct exchanges between London and St. Petersburgh began 
in 1363, the silver rouble was worth 55d. Gradually, however, 
owing to the forced issue of paper money, the rouble declined 
to 227d., and at one time it fell as low as 11d. The Emperor 
Paul issued edicts for the purpose of regulating the exchanges, 
but all in vain. The intrinsic value of the rouble in paper 
could only be equal to the proportion it bore to the silver 
currency. The opinion that the exchanges might be regulated 
by authority found at one time advocates even in this country, 
but the fallacy involved in the question is too glaring to need 
confutation. In Rio Janeiro the milrea originally represented 
5s. On the issue of an inconvertible paper currency it fell to 
2s. In Buenos Ayres the doliar was originally the Spanish 
dollar, and the exchange in England was from 48d. to 54d. 
Upon the adoption of an inconvertible currency the dollar 
fell as low as 24d. But perhaps the most interesting illus- 
tration of the effect of an inconvertible currency was that of 
the issue of the assignats in France. The confiscation of all 
ecclesiastical property having been resolved upon by the Con- 
stituent Assembly, lands to the value of 16,000,000 livres were 
thrown for public sale. The Convention expected an immediate 
realisation, but money was not abundant, and bidders were few. 
In order to monetize this extensive property it was then decided 
to transfer the whole of the land to the municipalities on their 
bond for the prices, and to give such bonds in payment of the 
debts of the State. Such securities offered several advantages. 
They gave to the creditors a claim on the municipal bodies ; 
they enabled them at pleasure to extinguish the debt by buying 
the land, and they might be given in ordinary payments—for 
which latter purpose they were made legal tenders. The 
securities were called assignats, as representing lands which 
might be transferred or assigned to the holders. The first issue 
was 16,000,000 livres, and bore interest like exchequer bills, 
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Shortly after, 32,000,000 livres more were issued; and upon the 
sequestration of the property of wealthy emigrants other issues 
were authorised, until in January, 1796, the assignats in cir- 
culation amounted to about 2,000,000,000 livres. The effect of 
such an enormous issue of paper was to cause the disappearance 
of all coins from the market. At the time these assignats were 
first issued in April, 1789, they were worth 98 per cent. During 
the year 1790 they fell to 94; in 1791 to 71; in 1792 they were 
at 70; in 1793 at 51 to 22; and in 1795 for 15 to 45 francsone 
could purchase 1,000 francs worth of them. And this, notwith- 
standing that by the decree of the Convention the assignats had 
become the only legal tender to be accepted, under penalty of 
death. But no penalty can in finance create a value in which 
the public has no faith. 

As might have been expected, the depreciation of the assignats 
caused an enormous rise on every article, dealers naturally 
fixing their prices at the level of the silver currency. The 
penalty of death was imposed on any baker who should ask 
more for his bread than the Government thought desirable. A 
law was passed, making it compulsory on every trader to declare 
what merchandise he had, to fix certain prices upon them, and 
to offer them for sale at those prices. But who could say what 
the value of anything would be when the currency was con- 
stantly fluctuating in value? However, this strange anomaly 
could not last very long, and did not, and the time soon came 
when the assignat, having ceased to be any standard of value, had 
tobe withdrawn from circulation. To fill the void, an attempt 
was made to put into circulation certain territorial mandates ; 
but they had the same fate as the assignats, after a very short life. 
Now it is scarcely necessary to say that during the whole of 
this time the exchanges between Paris and London reflected 
exactly the value of the French assignats. In June, 1791, the 
exchange fell to 23 ; in January, 1792, to 18; in March, 1793, 
to 14. In June of the same year the exchange was as low as 
43 ; and after that the rate ceased to be quoted at all. A pound 
sterling was quoted in Paris at 92 to 125 frs. 

Thus matters proceeded, under the imperious rule of the Con- 
vention, and yet there are points in this financial episode well 
worthy of consideration. Observe, that although the security 
on which such assignats were issued seemed really excellent, 
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the same being landed property, transferred to the municipali- 
ties, amounting to half the territory of France, yet with a 
Government standing by usurpation and cruelty, and ever 
changing in its forms and institutions, the tenure of such lands 
could not afford any permanent guarantee. Secondly, the 
amount of assignats put into circulation bore no proportion 
whatever to the value of such lands, no valuation of the 
confiscated property having ever been made. Thirdly, how- 
ever good the security, it was not realisable, or in other words, 
the currency was not convertible into gold or silver, which 
alone are the acknowledged universal standards of value, and 
lastly that the issue of such assignats was purely arbitrary as 
to time and quantity. These circumstances illustrate the 
dangers of an issue of inconvertible paper, and they are a guide 
to us as to the exact points where such dangers lie. 

But what need is there to go so far back as the assignats 
of eighty years ago, when we have as good an_illustra- 
tion in the American greenbacks. In January, 1862, the 
quotation of the exchange between London and New York 
was 111; in August, 180; in December, 146; in April, 1863, 
170; and in October, 1864, it was as high as 248; whence 
these alterations, simply from the fact that the exchange 
is based on gold, not on paper. During the same interval 
the relation of gold to paper was as follows: In 1860, a dollar 
in paper was equal to a dollar in gold; in 1863 the difference 
was as 1 to 1:334; in 1864, as 1 to 1°52, and in 1865 as 1 to 
2°37. The dollar now is generally taken at 4/-, instead of 4/6, 
and the rate of exchange in currency is arrived at by adding the 
gold premium (123 per cent.) on to the gold exchange. Suppose 
the gold exchange to be 4°865 per pound sterling, the rate 
would thus be 5°473. The exchange being based on gold, its 
fluctuations must necessarily reflect any difference between the 
gold and the paper currency. During the great wars between 
this country and France, whilst the suspension of cash payment 
lasted, the Bank of England was sufficiently cautious in its 
issue not to cause any extraordinary depression. Yet a change 
became observable in the price of bullion and in the foreign 
exchanges, quite sufficient to justify the institution of proper 
inquiry on the subject by the well-known “ Bullion Committee,”’ 
the point of inquiry being, how far the high price of bullion 
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and the unfavourable state of the exchange were directly 
ascribable to any excess in the issue of notes. 

In all the instances referred to the paper currency was 
inconvertible into specie, and in the most conspicuous ones the 
circulation was forced by the State. What, however, if the 
paper, which is by law, convertible, should become practically 
inconvertible, from any disproportion between the issue and the 
bullion in reserve? In the United Kingdom a large amount 
of our paper circulation is uncovered. The Bank of England 
issues £15,000,000, not on cash, but on government securities. 
The country Joint-Stock Banks have an uncovered average 
circulation of about £2,400,000 ; the English Private Banks, of 
£3,800,000 ; the Scotch Banks, of £2,700,000 ; and the Irish 
Banks, of £6,300,000; making an aggregate of £30,000,000. 
If the existence of such fiduciary circulation does not produce 
any appreciable effect on the foreign exchanges, the reason is 
that there is the greatest possible difference between a paper 
currency resting upon confidence, consisting in engagements 
bond fide contracted by bankers for the payment on demand of 
any specific sums of money, and a paper resting simply upon 
authority, and consisting of nominal engagements issued and 
circulated by, or under the sanction of, or by the immediate 
intervention of the public power of the State. The paper 
current in Great Britain is strictly circulating credit; and so 
long as it is issued for the bond fide wants of commerce, and 
always under the obligation to pay cash on demand, there is 
no danger of its affecting unfavourably the foreign ex- 
changes. There is, however, a limit, even in this reliance. 
Before the Bank Charter Act passed, the principle adopted 
by the Bank of England as respects its circulation was to keep 
always on hand securities bearing interest, to the extent of two- 
thirds of its liabilities, the remaining third being held in 
bullion and gold; any reduction of the circulation being 
regulated, as far as it depended upon the Bank, by reference 
to the state of the foreign exchanges on the import or export 
of bullion. But there was no concurrence of opinion cither on 
the desirableness that the circulation should be governed by 
the foreign exchanges, or on the mode the Bank should act, 
when the exchanges were favourable or unfavourable. Under 
the Bank Charter Act, which makes it imperative on the 
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Bank to regulate its circulation by the amount of bullion, it is 
clear that as soon as the foreign exchanges give the slightest 
indication that bullion is likely to be exported a rise of the 
rate of interest must be resorted to, so as to restrict the 
circulation. 

Whatever be the cause of the depression of the exchanges, 
there is one consideration that regulates the purchase or sale 
of bills at disadvantageous rates. Since the settlement of 
international exchanges by bills is itself an expedient to 
obviate the necessity of sending bullion to and from in 
payment, it follows, of necessity, that the moment the 
negotiation of such bills becomes more onerous than the evil 
it proposes to avoid, it becomes better to resort once more 
to direct payment. Bills will be bought and sold, even ata 
certain limited disadvantage, but the difference submitted to 
will be governed by the expense of conveying and insuring 
the precious metals from one country to another—at least it 
cannot for any length of time exceed that limit. The real 
difference of exchange resulting from the state of trade and 
payment can never fall lower than the amount of such carriage, 
including the imsurance and other charges. There is a 
difference, however, between a depression arising from a 
balance of trade or of payment, and one arising from a 
debasement in the metallic or paper currency in this, that 
whereas in the latter case nothing can be done to restore the 
exchanges until the currencies are placed on a sound basis, 
that being a duty, a paramount duty, devolving on the 
legislature, in the former case, as we have already seen, an 
adverse exchange is itself productive of circumstances having a 
corrective influence. - 

There are other circumstances besides those on which 
I have dwelt, which affect the foreign exchanges. A 
political revolution which leads to the hoarding of treasure, or 
to the investment of funds in foreign countries. Foreign 
loans, which take away millions to supply the wants of 
foreign states. Large investments abroad in public works, 
railways, mines, gas, banking, &c. All these resolve themselves 
in debts, causing large balances of payments, but then they are 
all governed, in the end, by the same principles as I have 
indicated. The great difficulty in unravelling the action of 
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the foreign exchanges does not occur indeed when the rise 
or fall is the direct consequence of certain specific causes, 
but when various circumstances, differing widely in their 
nature and magnitude, must be put against each other. It 
should not be forgotten that the rate of exchange, meaning 
by it the amount of coin receivable in the money of one country, 
against a certain amount of coin payable in another ‘country, 
will differ according as the bill is dated at sight, or short date, 
or at a longer period, because in the latter case both interest 
and insurance of the risk enter into the calculation. 

The course of exchange is indeed somewhat puzzling. 
First we have the difference between the fixed and the 
variable rates. The British pound sterling, a fixed rate, 
corresponds to f.25°30 of France, the variable rate. The 
Spanish dollar, a fixed rate, corresponds to so many pence 
49% the variable rate. To ascertain whether a rate of 
exchange is convenient or not for effecting a remittance or 
for drawing, you must calculate, in case of a remittance, by 
what means you can get the greatest possible amount of 
foreign money for the British pound sterling, or give the least 
possible amount of sterling money for the foreign. And 
what is the arbitration of exchange but the mode of calculating, 
whether, in making a payment abroad, it may be more 
profitable to do it by means of draft or remittance through a 
third country than in a direct manner. With the course- 
of exchange at hand, and knowing what the par of exchange is 
between England and any foreign country, it is comparatively 
easy to ascertain what sum of money should be given or 
received of this country as an equivalent to a given amount of 
the money of another, and what, in point of fact, is allowed 
for it at the current market price. Suppose you have to make 
a payment abroad, try by reference to the said course 
whether it be better to buy bills or send bullion, or to order 
your correspondent to draw or to buy bills on any other country, 
to be negotiated in the place where the payment is to be made, 
or to order your correspondent in any other place to send 
thither bills or bullion. In short, the question before you is 
one in which great principles and most difficult phenomena are 
to be interpreted by the most minute analysis, and by the 
process of simple arithmetical calculations. I commend the 
subject to your patient study. Be not deterred by its 
intricacies, bat be encouraged by the assurance, that by 
obtaining familiar acquaintance with the fluctuation of the 
exchanges, you do acquire a certain and safe clue to the economies 
of trade and finance. 
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